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MONDAY, JULY 11, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Chairman Spence (presiding), and Messrs. Brown, Pat- 
man, Multer, O'Hara, Vanik, Talle, McDonough, Widnall, Betts, 
McVey, and Hiestand. 

(H. R. 6228 is as follows:) 


[H. R. 6228, 84th Cong., 1st sess.] 


A BILL To permit national banks to make twenty-year real-estate loans and nine-month 
construction loans; to amend sections 5136 and 5221 of the Revised Statutes; to amend 
the Federal Reserve Act; and to provide for the participation of the United States in 
the International Finance Corporation 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That this Act may be cited as the “Banking 

Act of 1955.” 

TITLE I 


Sec. 101. The first paragraph of section 24 of the Federal Reserve Act, as 
amended (U. 8. C., 1952 edition, title 12, sec. 371), is amended to read as follows: 

“Sec. 24. Any national banking association may make real-estate loans secured 
by first liens upon improved real estate, including improved farmland and im- 
proved business and residential properties. A loan secured by real estate within 
the meaning of this section shall be in the form of an obligation or obligations 
secured by a mortgage, trust deed, or other instrument upon real estate, which 
shall constitute a first lien on real estate in fee simple or, under such rules and 
regulations as may be prescribed by the Comptroller of the Currency, on a lease- 
hold (1) under a lease for not less than ninety-nine years which is renewable or 
(2) under a lease having a period of not less than fifty years to run from the 
date the loan is made or acquired by the national banking association, and any 
national banking association may purchase any obligation so secured when the 
entire amount of such obligation is sold to the association. The amount of any 
such loan hereafter made shall not exceed 50 per centum of the appraised value 
of the real estate offered as security and no such loan shall be made for a longer 
term than five years; except that (1) any such loan may be made in an amount 
not to exceed 60 per centum of the appraised value of the real estate offered as 
security and for a term not longer than ten years if the loan is secured by an 
amortized mortgage, deed of trust, or other such instrument under the terms of 
which the installment payments are sufficient to amortize 40 per centum or more 
of the principal of the loan within a period of not more than ten years, (2) any 
such loan may be made in an amount not to exceed 60 per centum of the appraised 
value of the rea! estate offered as security and for a term not longer than twenty 
years if the loan is secured by an amortized mortgage, deed of trust, or other 
such instrument under the terms of which the installment payments are sufficient 
to amortize the entire principal of the loan within a period of not more than 
twenty years, and (3) the foregoing limitations and restrictions shall not prevent 
the renewal or extension of loans heretofore made and shall not apply to real- 
estate loans which are insured under the provisions of title II, title VI, title VIII, 
section 8 of title I, or title LX of the National Housing Act or which are insured 
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by the Secretary of Agriculture pursuant to title I of the Bankhead-Jones Farm 
Tenant Act, or the Act of August 28, 1937, as amended. No such association 
shall make such loans in an aggregate sum in excess of the amount of the capital 
stock of such association paid in and unimpaired plus the amount of its unim- 
paired surplus fund, or in excess of 60 per centum of the amount of its time and 
savings deposits, Whichever is the greater. Any such association may continue 
hereafter as heretofore to receive time and savings deposits and to pay interest 
on the same, but the rate of interest which such association may pay upon such 
time deposits or upon savings or other deposits shall not exceed the maximum 
rate authorized by law to be paid upon such deposits by State banks or trust 
companies organized under the laws of the State in which such association is 
located.” 

Sec. 102. The first sentence of the third paragraph of section 24 of the Federal 
Reserve Act, as amended (U.S. C., 1952 edition, title 12, sec. 371) is amended by 
deleting therefrom the word “six”, and by substituting therefore the word “nine.” 

Sec. 103. Paragraph Seventh of section 5136 of the Revised Statutes is amended 
to read as follows: 

“Seventh. To exercise by its board of directors or duly authorized officers or 
agents, subject to law, all such incidental powers as shall be necessary to carry 
on the business of banking; by discounting and negotiating promissory notes, 
drafts, bills of exchange, and other evidences of debt; by receiving deposits; by 
buying and selling exchange, coin, and bullion; by loaning money on personal 
security ; and by obtaining, issuing, and circulating notes according to the pro- 
visions of this title. The business of dealing in securities and stock by the 
association shall be limited to purchasing and selling such securities and stock 
without recourse, solely upon the order, and for the account of, customers, and 
in no case for its own account, and the association shall not underwrite any 
issue of securities or stock: Provided, That the association may purchase for 
its own account investment securities under such limitations and restrictions as 
the Comptroller of the Currency may by regulation prescribe. In no event shall 
the total amount of the investment securities of any one obligor or maker, held 
by the association for its own account, exceed at any time 10 per centum of its 
capital stock actually paid in and unimpaired and 10 per centum of its unimpaired 
surplus fund, except that this limitation shall not require any association to 
dispose of any securities lawfully held by it on August 23, 1985. As used in this 
section the term “investment securities” shall mean marketable obligations, evi- 
dencing indebtedness of any person, copartnership, association, or corporation 
in the form of bonds, notes, and/or debentures commonly known as investment 
securities under such further definition of the term “investment securities” as 
may by regulation be prescribed by the Comptroller of the Currency. Except as 
hereinafter provided or otherwise permitted by law, nothing herein contained 
shall authorize the purchase by the association for its own account of any shares 
of stock of any corporation. The limitations and restrictions herein contained 
as to dealing in, underwriting, and purchasing for its own account, investment 
securities shall not apply to obligations of the United States, or general obliga- 
tions of any State or of any political subdivision thereof, or obligations issued 
under authority of the Federal Farm Loan Act, as amended, or issued by the 
Federal home loan banks, or obligations of the Federal National Mortgage Associ- 
ation, or such obligations of any local public agency (as defined in section 110 (h) 
of the Housing Act of 1949) as are secured by an agreement between the local 
public agency and the Housing and Home Finance Administrator in which the 
local public agency agrees to borrow from said Administrator, and said Adminis- 
trator agrees to lend to said local public agency, prior to the maturity of such 
obligations (which obligations shall have a maturity of not more than eighteen 
months), moneys in an amount which (together with any other moneys irrev- 
ocably committed to the payment of interest on such obligations) will suffice to 
pay the principal of such obligations with interest to maturity thereon, which 
moneys under the terms of said agreement are required to be used for the purpose 
of paying the principal of and the interest on such obligations at their maturity, 
or such obligations of a public housing agency (as defined in the United States 
Housing Act of 1927, as amended) as are secured either (1) by an agreement 
between the public housing agency and the Public Housing Administration in 
which the public housing agency agrees to borrow from the Public Housing Ad- 
ministration, and the Public Housing Administration agrees to lend to the public 
housing agency, prior to the maturity of such obligations (which obligations 
shall have a maturity of not more than eighteen months), moneys in an amount 
which (together with any other moneys irrevocably committed to the payment 
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of interest on such obligations) will suffice to pay the principal of such obligations 
with interest to maturity thereon, which moneys under the terms of said agree- 
ment are required to be used for the purpose of paying the principal of and the 
interest on such obligations at their maturity, or (2) by a pledge of annual con- 
tributions under an annual contributions contract between such public housing 
agency and the Public Housing Administration if such contract shall contain the 
covenant by the Public Housing Administration which is authorized by subsection 
(b) of section 22 of the United States Housing Act of 1937, as amended, and if 
the maximum sum and the maximum period specified in such contract pursuant 
to said subsection 22 (b) shall not be less than the annual amount and the period 
for payment which are requisite to provide for the payment when due of all 
installments of principal and interest on such obligations: Provided, That in 
carrying on the business commonly known as the safe-deposit business-the associa- 
tion shall not invest in the capital stock of a corporation organized under the 
law of any State to conduct a safe-deposit business in an amount in excess of 
15 per centum of the capital stock of the association actually paid in and unim- 
paired and 15 per centum of its unimpaired surplus. The limitations and restric- 
tions herein contained as to dealing in and underwriting investment securities 
shall not apply to obligations issued by the International Bank for Reconstruc- 
tion and Development or the thirteen banks for cooperatives organized under the 
Farm Credit Act of 1933, or any of them, which are at the time eligible for 
purchase by a national bank for its own account: Provided, That no association 
shall at any one time hold obligations issued by any of said banks as a result of 
underwriting, dealing, or purchasing for its own account (and for this purpose 
obligations as to which it is under commitment shall be deemed to be held by it) 
in a total amount, with respect to each issuer, exceeding 10 per centum of its 
capital stock actually paid in and unimpaired and 10 per centum of its unimpaired 
surplus fund.” 

Sec. 104. Section 5221 of the Revised Statutes (U. S. C., 1952 edition, title 12, 
see. 182) is amended to read as follows: 

“Sec. 5221. Whenever a vote is taken to go into liquidation it shall be the duty 
of the board of directors to cause notice of this fact to be certified, under the 
seal of the association, by the president or cashier, to the Comptroller of the 
Currency, and publication thereof to be made for a period of two months in every 
issue of a newspaper published in the city or town in which the association is 
located, or if no newspaper is there published, then in the newspaper published 
nearest thereto, that the association is closing up its affairs and notifying its 
creditors to present their claims against the association for payment.” 

Sec. 105. Section 5 of the Federal Reserve Act, as amended, is amended by 
adding at the end thereof the following new paragraph: 

“Any Federal Reserve bank which is requested to do so by the International 
Finance Corporation shall act as its depository or as its fiscal agent, and the 
Board of Governors of the Federal Reserve System shall supervise and direct 
the carrying out of these functions by the Federal Reserve banks.” 


TITLE II 


Sec. 201. The President is hereby authorized to accept membership for the 
United States in the International Finance Corporation (hereinafter referred 
to as the “Corporation”), provided for by the articles of agreement of the 
Corporation deposited in the archives of the International Bank for Recon- 
struction and Development. 

Sec. 202. The governor and executive director of the International Bank for 
Reconstruction and Development, and the alternate for each of them, appointed 
under section 3 of the Bretton Woods Agreements Act, as amended (22 U. S. C. 
286a), shall serve as governor, executive director, and alternate, respectively, of 
the Corporation. 

Src. 203. The provisions of section 4 of the Bretton Woods Agreements Act, 
as amended (22 U. S. C. 286b), shall apply with respect to the Corporation 
to the same extent as with respect to the International Bank for Reconstruction 
and Development. Reports with respect to the Corporation under paragraphs 5 
and 6 of subsection (b) of section 4 of said Act, as amended, shall be included 
in the first report made thereunder after the establishment of the Corporation 
and in each succeeding report. 

Sec. 204. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall on behalf of the United States (a) subscribe 
to additional shares of stock under article II, section 3, of the articles of 
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agreement of the Corporation; (b) accept any amendment under article VII 
of the articles of agreement of the Corporation; (c) make any loan to the 
Corporation. Unless Congress by law authorizes such action, ho governor or 
alternate representing the United States shall vote for an increase of capital 
stock of the Corporation under article II, section 2 (c) (ii), of the articles of 
agreement of the Corporation. 

Sec. 205. The Secretary of the Treasury is authorized to pay the subscrip- 
tion of the United States to the Corporation and for this purpose is authorized 
to use as a public-debt transaction not to exceed $35,168,000 of the proceeds 
of any securities hereafter issued under the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under that Act 
are extended to include such purpose. Payment under this subsection of the 
subscription of the United States to the Corporation and any repayment thereof 
shall be treated as public-debt transactions of the United States. 

(b) Any payment of dividends made to the United States by the Corporation 
shall be covered into the Treasury as a miscellaneous receipt. 

Sec. 206. For the purpose of any action which may be brought within the 
United States or its Territories or possessions by or against the Corporation 
in accordance with the articles of agreement of the Corporation, the Corpora- 
tion shall be deemed to be an inhabitant of the Federal judicial district in 
which its principal office in the United States is located, and any such action 
at law or in equity to which the Corporation shall be a party shall be deemed 
to arise under the laws of the United States, and the district courts of the 
United States shall have original jurisdiction of any such action. When the 
Corporation is a defendant in any such action, it may, at any time before the 
trial thereof, remove such action from a State court into the district court 
of the United States for the proper district by following the procedure for 
removal of causes otherwise provided by law. 

Sec. 207. The provisions of article V, section 5 (d), and article VI, sections 
2 to 9, both inclusive, of the articles of agreement of the Corporation shall 
have full force and effect in the United States and its Territories and pos- 
sessions upon acceptance of membership by the United States in, and the 
establishment of, the Corporation. 


[S. 1894, 84th Cong., 1st sess.] 


AN ACT To provide for the participation of the United States in the International Finance 
Corporation 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 
SecTIon 1. This Act may be cited as the “International Finance Corporation 
Act”. 
ACCEPTANCE OF MEMBERSHIP 


Sec. 2. The President is hereby authorized to accept membership for the 
United States in the International Finance Corporation (hereinafter referred 
to as the “Corporation”’), provided for by the Articles of Agreement of the 


Corporation deposited in the archives of the International Bank for Reconstruc- 
tion and Development. 


GOVERNOR, EXECUTIVE DIRECTOR, AND ALTERNATIVES 


Sec. 3. The governor and executive director of the International Bank for 
Reconstruction and Development, and the alternate for each of them, appointed 
under section 3 of the Bretton Woods Agreements Act, as amended (22 U. 8S. C. 
286a ), shall serve as governor, director, and alternates, respectively, of the Corpo- 
ration. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 
PROBLEMS 


Sec. 4. The provisions of section 4 of the Bretton Woods Agreements Act, as 
amended (22 U. 8S. C. 286b), shall apply with respect to the Corporation to the 
same extent as with respect to the International Bank for Reconstruction and 





INTERNATIONAL FINANCE CORPORATION 5 
Development. Reports with respect to the Corporation under paragraphs 5 and 
6 of subsection (b) of section 4 of said Act, as amended, shall be included in the 


first report made thereunder after the establishment of the Corporation and in 
each succeeding report. 


CERTAIN ACTS NOT TO BE TAKEN WITHOUT ANTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall on behalf of the United States (a) subscribe to 
additional shares of stock under article II, section 3, of the Articles of Agree- 
ment of the Corporation; (b) accept any amendment under article VII of the 
Articles of Agreement of the Corporation; (c) make any loan to the Corpora- 
tion. Unless Congress by law authorizes such action, no governor or alternate 
representing the United States shall vote for an increase of capital stock of the 
Corporation under article II, section 2 (c) (ii), of the Articles of Agreement 
of the Corporation. 


DEPOSITORIES 


Sec. 6. Any Federal Reserve bank which is requested to do so by the Corpora- 
tion shall act as its depository or as its fiscal agent, and the Board of Governors 
of the Federal Reserve System shall supervise and direct the carrying out of 
these functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTIONS 
Sec. 7. (a) The Secretary of the Treasury is authorized to pay the subscrip- 
tion of the United States to the Corporation and for this purpose is authorized 
to use as a public-debt transaction not to exceed $35,168,000 of the proceeds of 
any securities hereafter issued under the Second Liberty Bond Act, as amended, 
and the purposes for which securities may be issued under that Act are extended 
to include such purpose. Payment under this subsection of the subscription 
of the United States to the Corporation and any repayment thereof shall be 
treated as public-debt transactions of the United States. 

(b) Any payment of dividends made to the United States by the Corporation 
shall be covered into the Treasury as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States or its Territories or possessions by or against the Corporation in accord- 
ance with the Articles of Agreement of the Corporation, the Corporation shall be 
deemed to be an inhabitant of the Federal judicial district in which its principal 
office in the United States is located, and any such action at law or in equity 
to which the Corporation shall be a party shall be deemed to arise under the laws 
of the United States, and the district courts of the United States shall have 
orginial jurisdiction of any such action. When the Corporation is a defendant 
in any such action, it may, at any time before the trial thereof, remove such 
action from a State court into the district court of the United States for the 
proper district by following the procedure for removal of causes oherwise pro- 
vided by law. 

STATUS, IMMUNITIES, AND PRIVILEGES 

Sec. 9. The provisions of article V, section 5 (d), and article VI, section 2 
to 9, both inclusive, of the Articles of Agreement of the Corporation shall have 
full force and effect in the United States and its Territories and possessions 
upon acceptance of membership by the United States in, and the establishment 
of, the Corporation. 


Passed the Senate June 21 (legislative day, June 20), 1955. 
Attest: 


FELTON M. JOHNSTON, 
Secretary. 
The CHamrMan. The committee will be in order. I regret there 
are not more members here, but we will have to proceed. 
Mr. Secretary, will you proceed as you please? If you have a 
written statement you may read it or insert in in the record, and 
proceed just as you please. 
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STATEMENT OF HON. GEORGE MAGOFFIN HUMPHREY, SECRETARY 
OF THE TREASURY 


Secretary Humpnrey. Mr. Chairman, I have a written statement. 
I will be very glad to read it or put it in the record. It is the state- 
ment that was made to the Senate committee. 

I am very sorry to tell you that I am scheduled to be before 
another committee of the House at 11 o’clock, so I will go right 
through this and then be glad to try to answer such questions as I can. 

Mr. Parwan. Mr. Chairman, if the Secretary is to leave at 11, I 
have read his testimony before the Senate committee, and I assume 
other members who are interested in going into this matter have 
done the same thing. Why couldn’t we ask him some questions? 

The Cuamman. The Secretary ought to have an opportunity to say 
whatever he pleases about the bill, and if you could make a statement 
in regard to your position on the bill we will be glad to hear it. 

Mr. Parwan. M: iybe he will be willing to come back. Of course, 
we have conflicts with other committees often, but they expect to 
wait for us just like we wait for them sometimes. 

Of course, if the Secretary would rather come back, that would be 
a different thing. 

The CuarrMan. Mr. Secretary, you may make a statement in regard 
to the bill, if you desire. 

Secretary Humpnurey. I will present this statement, then, if I may. 

President Eisenhower on May 2 recommended action by the Con- 
gress to authorize United States membership in the proposed Inter- 
national Finance Corporation. I am here this morning to support 
the President’s recommendation. Appropriate bills, H. R. 6228 and 
H. R. 6229, have been introduced in the House, and are pending 
before your committee. A similar bill, S. 1894, recently passed the 
Senate. 

As you know, the IFC will be an international effort to cooperate 
with private c: apital in both the capital exporting and the capital 
importing countries to set up new enterprises, or in some cases expand 
or modernize existing enterprises, particularly in the less-developed 
countries of the world. 

In recent years there has been a great deal of discussion here and 
abroad about the need for more investment in such countries. They 
are anxious to secure capital, to build up their economic development, 
and to raise the standards of living of their people. This is an 
objective with which the United States Government has always had 
great sympathy. Increased capital investment will aid the growth 
of world trade, and thus be beneficial to us as well as other countries. 

Private American investors are today placing new capital abroad 
and reinvesting their earnings from previous investments abroad at 
about twice the rate of loans made by the International Bank and the 
Export-Import Bank. This private investment, however, has been 
largely concentrated in a few lines—oil, mines, and, to a lesser extent, 
various manufacturing and merchandising enterprises. It has also 
been pretty heavily centered in Canada and some countries in Latin 
America and in the Middle East. These investments have played an 
important part in developing the countries involved. But a more 
diversified form of investment would contribute significantly to the 
progress of the less-developed countries. 
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The International Finance Corporation has been proposed as one 
way of encouraging new foreign private investment. The IFC is to 
serve as a catalyst in stimulating private investment. It is not’ another 
type of government-to-government aid. Instead, by assisting private 
ventures on a business basis, the IFC will give concrete expression to 
the basic American conviction that economic development is best 
achieved through the growth of private enterprise. 

The IFC will, we hope, g generate an increased flow of private capital 
not merely by providing ‘financial support but also by giving addi- 
tional confidence to American and other firms that are interested in 
going abroad but are deterred by lack of knowledge and experience. 
I am convinced that there are many companies, mostly middle-sized 
and small firms, that will engage in overseas operations if they can 
get IFC participation, but which would not do so solely on their 
own. I also believe that the proposed clearinghouse function of the 
IFC, bringing investment opportunities in apiti al importing coun- 
tries to the attention of potential investors in the more advanced 
countries, may prove to be a very important service. 

The Corporation will perform a different job from that now being 
done so well by the Export-Import Bank and the IBRD in financing 
trade and economic development. The two banks do not advance ven- 
ture capital. They make loans at fixed rates of interest and agreed 
schedules of amortization. Before the banks make loans they “must 
have reasonable assurance of repayment. Moreover, in the case of the 
International Bank, the guaranty of the government of the country 
concerned is required for each loan. The IFC, on the other hand, will 
provide venture capital on flexible terms and will operate without 
government guaranty. 

The IFC will not ‘compete with private capital. Its job will be to 
join with private partners in financing productive enterprises. These 
partners may be local firms or they may be foreign investors, or both. 
The private interests will supply the management and the bulk of the 
capital for each enterprise, while the Cor poration will furnish only 
the margin needed to complete the financing. Where private capital 
can do the whole job, the Corporation will not enter into the financing 
at all. 

When the IFC project was first talked about, investment in equities 

ras one of the proposed methods of operations. We in the Treasury 
did not think it would be desirable or feasible for an international 
governmental Corporation to invest in common stock and to take the 
management responsibility which stock ownership entails. The — 
ent plan has eliminated the equity investment and management fe: 
tures. The administration believes this is a great improvement sad 
supports the project fully in its present form. 

Although the Corporation will not hold stock, it will advance capital 
in various forms appropriate to new enterprises. Its investments in 
some instances may take the form of obligations with set interest rates, 
and in others with income dependent upon the earnings of the local 
concern. This may mean, sometimes, that securities will bear interest 
only to the extent that the local concern earns enough to pay, and 
in other instances it may mean that the Corporation w ill participate in 
additional earnings over and above a fixed rate. It may also take 
obligations w hich could be converted into stock when sold to private 
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investors by the IFC. The particular form of securities will have 
to be tailored to the special problems of the particular investment. 
In all cases it will be expected that private investors will provide the 
major share of the capital as well as take management responsibility. 

Moreover, the IFC is not intended to be an international holding 
company. When an enterprise gets on its feet and the Corporation 
finds that it can advantageously sell off its investment, it will do so. 
It will use the proceeds for investment in new enterprises. In this 
way a capital of $100 million, which the governments are now asked 
to provide, will be turned over, we hope, many times in the course of 
the coming years. 

The Corporation will come into existence after 30 countries, with 
subscriptions of at least $75 million, have accepted membership. A] 
subscriptions will be paid in full in gold or dollars. The United 
States subscription is slightly over $35 million. This amount has 
been included in the President’s budget. Forty-seven countries have 
informed the International Bank of their intention to initiate the 
necessary steps to become members, and 15 of these have already signed 
the articles of agreement, subject to legislative approval. 

The IFC, though financially independent of the International Bank, 
will be affiliated with it. The Bank’s Board of Directors will serve as 
the Board of Directors of the Corporation. The bank’s president 
will be the Corporation’s Chairman. Thus the Corporation will have 
the benefit of the experience and sound judgment which have distin- 
guished the management of the Bank; operating economy will also 
be assured. 

The provisions of the Corporation’s articles of agreement are based 
largely on the relevant provisions of the bank’s articles. The legisla- 
tion proposed for United States membership follows substantially 
the provisions of the Bretton Woods Agreements Act, which were 
worked out 10 years ago in this committee. 

The Corporation is not an answer to all the problems facing the 
private investor going abroad. Much will depend upon the attitudes 
of the host countries to new private investment. We hope the Corpo- 
ration will be able to influence these countries to take favorable atti- 
tudes toward investors. While no governmental guaranty of its in- 
vestments is desirable or will be requested, the Corporation obviously 
‘an Operate in any country only if the government is favorable to its 
activities and to other private investments. In substance, it will 
operate under the same conditions as private investors do in these 
countries. 

In the present state of international affairs, it is vital that the 
United States and the other capital exporting countries maintain good 
economic relations throughout the free world. This should be done as 
far as possible by the investment of private capital. While the 
International Finance Corporation is an experiment, it offers a worth- 
while chance to increase the role of private investment. I hope that 
this committee will give favorable consideration to the proposed 
legislation. 

That is the statement which I believe covers most of the points that 
are involved in this matter. 

The CHarrMan. How many countries are eligible to subscribe ? 

Secretary Humpurey. All that are members of the International 
Bank are eligible. 
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The CHarrman. Fifty-six? 

Secretary Humpurey. Fifty-six countries. 

The Cuarrman. How many have you now? 

Secretary Humpurey. I think it is 47, in addition to the United 
States, have favorably considered, and 15 I think have signed subject 
to legislative approval. 

The Cuatrman. What would the subscription of those 15 amount 
to? Would that be sufficient to begin business ? 

Secretary Humpnrey. No. It doesn’t begin business until it has 
$75 million. There has to be $75 million signed up before it begins 
operations. 

The Cuarrman. It seems to me this is not entirely a new idea. The 
last administration was in favor of this theory. Mr. Truman in his 
point 4 program advocated that very religiously. 

Secretary Humpnurey. This same idea has been discussed for a 
considerable time in various ways. I think the detail of just how 
it would be accomplished is a little different than has ever been pro- 
posed. One of the principal objections previously held to it was that 
a governmental body should not get into the management of local 
enterprise elsewhere. That is provided for here so that we do not have 
governmental management. 

The Cuairman. The purpose is to develop the underdeveloped areas 
and increase the standard of living, on a self-supporting basis? 

Secretary Humpnrey. That is the broad purpose. 

The Cuarman. I will ask the members if they have any questions. 

Mr. Brown? 

Mr. Brown. No questions. 

The CHairMAN. We will limit questioning to 5 minutes on the first 
round. 

Mr. Patman / 

Mr. Parman. Mr. Secretary, this is a very interesting proposal to 
me. In fact, I have no desire to oppose it, but I do want to ask you 
questions for the record that I think are important, based upon con- 
siderable study that I have made of the record so far. 

I have read your testimony before the Senate committee and the 
Senate committee’s report, and also statements made by Dr. Burgess, 
and others, concerning this proposal, and I think the record should 
be complete. I do not expect to oppose it provided we can get the 
record to show exactly what is intended and what is going to be done, 
and what is not going to be done. 

It is my understanding that the Export-Import Bank now has avail- 
able about $2 billion of uncommitted lending authority; is that right é 

Secretary Humrurey. The Export-Import Bank? 

Mr. Parman. Yes, sir. 

Secretary Humrnurey. About $1.5 billion. 

Mr. Parman. The World Bank had about $2.2 billion ? 

Secretary Humpnrey. Something like that. 

Mr. Parman. Which could be increased up to about $7.2 million 
more, if necessary. 

Would a private banking group such as a newly organized American 
Overseas Finance Corporation be expected to participate with the 
IFC in financing new enterprises abroad 7 

Secretary Humpurey. They might. That would depend entirely 
upon what sort of an arrangement was worked out. 
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Mr. Parman. Have you, in getting and formulating your plans, 
discussed this with those who organized this new American Overseas 
Finance Corporation, like Mr. McCloy, Mr. Dodge, Mr. Rockefeller, 
and others ? 

Secretary Humpnrey. They presented what they were going to do. 
We discussed with them what they were going to do, but I don’t know 
that we have ever discussed the International Finance Corporation 
with them. They may never have anything to do with each other, 
and they may. It would all depend on what happened. 

Mr. Parman. These articles of agreement are a matter of public 
record any place? I notice in the President’s message they are, but 
have they ever been embodied in a bill that was composed or any of 
the proceedings of the Senate? 

Secretary Humrurey. I don’t know. 

Mr. Parman. Do you know, Dr. Burgess? 

Mr. Burcess. They are in the Senate hearing report. 

Mr. Parman. Under these articles of agreement, the IFC is given 
power to guarantee securities, in which it has invested, in order to 
facilitate their sale; is that correct ? 

Secretary Humpnurey. What? 

Mr. Parman. They are permitted to guarantee the securities of a 
concern that you are trying to help / 

Secretary Humpurey. That is right. 

Mr. Parman. In order to facilitate the sale of those securities, is 
there any limit to the amount that you will guarantee ? 

Secretary Humrurry. I don’t think there is any fixed limit, no. 

Mr. Parman. These 56 countries that you speak of, the United 
States is one of them ? 

Secretary Humpnrey. That is right. 

Mr. Parman. Will the people in all countries be allowed to partici- 
pate in this IFC? 

Secretary Humpurey. I think anybody that wants to participate 
where capital is not available, where it is desirable to build up back- 
ward areas to carry out the spirit of the program, they can present 
an application. 

Mr. Parman. That would include in the United States? 

Secretary Humpurey. I think so. 

Mr. Patrman. If there is an area in the United States where they 
are lacking in basic materials—critical materials—and capital is not 
available to produce these materials, would capital from this IFC be 
available for that purpose ? 

Secretary Humpurey. I see no reason why it couldn’t legally, but 
I would think that it would be rather difficult in some respects. You 
might find such a place, but there are many other places in the world 
where you would be much more apt to find a situation that would 
require it. 

Mr. Parman. I know, but we would have as much right here as 
other countries ? 

Secretary Humpnurey. That is right. 
cerned, there is no difference. 

Mr. Parman. I have in mind a cement shortage. Just this morn- 
ing I received from the Federal Reserve Bank of Dallas a statement 
that there is a severe shortage of cement in the Southwest, in many 
places. Ihave known about it. It is really in the black market. There 


As far as the right is con- 
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are areas down there that you cannot get cement at all. You just can’t 
get it. It is going to stop our road program and many other things 
if we don’t do something about it. 

In areas like that where they have the basic materials to make this 
cement, and capital is unavailable at any cost, this concern would be 
qualified to make a loan there, to make that cement plant available? 

Secretary Humpnrey. Mr. Patman, I just can’t imagine that capital 
is unavailable at any cost for a suitable industry in the United States. 
There is plenty of capital in the United States for anybody that has 
got a business that looks as though it could succeed with a manage- 
ment that is entitled to credit. 

Mr. Patrman. I will change that to “reasonable cost.” 

Secretary Humeurey. I will say “reasonable cost,” too. There is 
plenty of money available in this country for any project with the 
right kind of management. 

Mr. Parman. I know it is available. 

Secretary Humpurey. And at a reasonable cost. 

Mr. Parman. I know that the money is available, but you can’t get 
it in certain areas, Mr. Humphrey. 

If this goes into effect, and it is shown to you, or this concern, IFC, 
that there is a large area that is suffering from the lack of cement, we 
will say—they just can’t get it—and they have the basic raw materials 
there to manufacture it, but they can’t get the money at a reasonable 
cost, this concern would be qualitied to make a loan for that purpose, 
isn’t it? 

Secretary Humpurey. It is qualified, and it could legally do so. 

Mr. Parman. And you would recommend it if they couldn’t get it 
any other way, would you not? 

Secretary Humpnurey. I don’t know. It would be pretty hard for 
me to believe that there would be a situation of that kind, in this coun- 
try, that warranted this sort of investment. 

Mr. Patman. I will assure you and tell you now that it can be shown. 

Secretary Humpnurey. That would depend on the facts, Mr. Pat- 
man. 

Mr. Patman. Where it can be shown 

Secretary Humpnrey. I couldn’t answer without knowing the facts. 

Mr. Parman. It is heartening to me that the IFC will be able to do 
it here in the United States as well as any other place. 

Secretary Humpurey. Legally qualified. 

Mr. Parma. If they can’t get it here in the United States it should 
be provided here as well as any other foreign country. 

Secretary Humpnrey. I would like to see the facts, first. 

Mr, Parman. If they qualified like a foreign country, you wouldn’t 
cliscriminate against them, would you ? 

Secretary Humrurery. It all depends on what you mean by discri- 
minate. They should have no discrimination, but there is an awful 
lot of difference between investing money in Texas or Arabia or the 
Philippines, and so forth. 

Mr. Parman. In Arabia they don’t have the capital to get their raw 
materials. In Texas they have the raw materials and can’t get the 
capital. If you would have it in Arabia as well as Texas. 

Secretary Humpnrey. If I had money to invest, I would sooner in- 
vest it in Texas than Arabia, and I think millions of Americans feel 
the same way. 
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Mr. Parman. I am talking about something that is not as pros- 
perous or attractive, like sulfur, oil, gas, and things like that. 

Will you remind me when my time is up ¢ 

The Cuamman. I am not keeping time on you. I believe you have 
2 more minutes. 

Mr. Parman. I think you are rather generous, but I want to ask 

some more questions. We will have another chance at him when it 
comes around. 
Mr. Humphrey, where, for instance, in this place in Texas where 
they need this cement, a quasi-monopoly prevails, and the monopoly 
has interest in banks there, too; the banks don’t want any competitors. 
Naturally, they don’t. I don’t blame them for it. It is part of the 
private enterprise system. The banks won’t put up this money be- 
cause it would be putting a competitor in business with some of their 
directors and stockholders. I don’t blame them at all, and I am not 
condemning them for it. 

We went to the insurance companies. They have lots of money, but 
they are separately situated. They won't let us have the money, either, 
because it will be putting somebody else in competition with them. In 
a case where it is shown to you conclusively that they cannot get 
capital at a reasonable rate anywhere in the United States, and they 
are suffering from a severe cement shortage, and have the raw mate- 

ials to make it, and it would be a profitable operation, do you think 
the IFC should put up the money the same as in Arabia / 

Secretary Humpnurey. First, I don’t believe what you say is true, 
Mr. Patman. I don’t believe that exists. I personally think that there 
isn’t any place in this country where, if there is a legitimtae oppor- 
tunity to do business and make money at it, with good management, 
that you can’t get money together to go into that place and do 
business. 

Mr. Parman. I will assure you that we will convince you. I know 
that you don’t want to be convinced, but we are going to convince you, 
und we will be sitting on your doorstep when you get this thing organ- 
ized and asking you for a loan. 

Secretary Humpnrey. You make it sound so good that perhaps you 
will induce me to resign as Secretary of the Treasury and go down 
there in the cement business. 

Mr. Parman. That could be. 

The CHatrmMan. When you convince him there is no money in Texas, 
I believe I will try Kentucky. 

Mr. Multer / 

Mr. Murer. Mr. Brown is next, Mr. Chairman. 

Mr. Brown. Isn't there oil in that area / 

Mr. Parman. Yes; there is oil there, but these people don’t know 
anything about cement or steel or many other things. 
is in a groove. 

The CHairman. The Secretary said if you are qualified, you are 
eligible. 

Mr. Multer, you have 5 minutes. 

Mr. Murer. Mr. Secretary, will you submit to us a copy of the 
proposed agreement under which this corporation would be organized ¢ 

Secretary Humpurey. Yes. 

Mr. Murer. Mr. Chairman, when that comes up may we have it 
made part of the record—the proposed agreement under which this 
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corporation would be organized? ‘The agreement between the partic- 
ipating countries, that is. 

There is no reason why it cannot be supplied ¢ 

Secretary Humpnrey. No reason why it cannot. 

(The Articles of Agreement of the International Finance Corpora- 
tion, referred to above by Mr. Multer, has been printed as H. Doc. No. 
152.) 

Mr. Mutter. I would like you to tell us what the difference will 
be between the lending activity of this new corporation and that of the 
Export-Import Bank and the international bank ? 

Secretary Humpurey. Of course, that is a question you could talk 
a long time about. I will try to make it very brief and you will 
understand that that doesn’t cover all the detail. 

Very briefly, the international bank is a bank that is formed to 
provide semigovernmental capital, development capital, in under- 
developed ¢ ountries around the world, under a governmental guaranty 
of the obligation. The Export-Import Bank is primarily ‘designed 
to aid the exports and the imports into and out of the United States 
of America. And those are both banks, and they both are supposed 
to make loans where there is a reasonable expectation of repayment 
and at a fixed rate of interest. 

The IFC is in the nature of filling a gap that those two institutions 
cannot supply—in the nature of semiequity capital. It is a semiequity 
arrangement by which the additional equity capital can be induced 
to come in behind what are regular standard loans. 

Mr. Murer. You arftd I know that you may have a working capital 
loan where there will be reasonable assurance of repayment of it, and 
also an equity capital loan with reasonable assurance of repayment of 
it. You used that very phrase. The existing two banks lend only 
where, and that is one of the requirements of their charters—they lend 
only where there is reasonable assurance of repayment. 

Secretary Humpurey. That is right. 

Mr. Mutter. Are we to understand that element will be excluded 
from the lending authority of this new corporation ? 

Secretary Htumprrey. No, but there are degrees of expectation 
of repayment. When you buy a bond you want a certain degree of 
security and expectation of repayment. You buy a stock interest 
in a company and you have a somewhat different measure. You still 
want a good security—you don’t want to buy into something you think 
is going to be a failure—but you have a different measure of the 
security and a different measure of the prospective income, when it 
might come, how long it might be delayed and all those things in the 
development of a business. 

Mr. Mutter. Is it intended there be a calculated risk to a greater 
extent than the other two organizations undertake when they make 
this type of loan ? 

Secretary Humrnrey. That is correct, a greater degree of calculated 
risk and a greater degree of possible profit. 

Mr. Murer. You indicate the interest rate will vary from country 
to country ? 

Secretary Humpurey. Each thing will have to stand on its own. 

Mr. Mutter. I wonder if you could tell us why your representative 
on the Small Business Administration Loan Policy Board has recom- 
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mended that there be a uniform interest rate throughout this country, 
even though the rate charged by banks varies from region to region ‘ 

Secretary Humpnrey. Well, I suppose that that is really more let- 
ting people have an idea of what they can have, and to prevent the 
claims of favoritism—governmental favoritism, and that sort of thing. 
That is quite a different field, and it is quit a different purpose. I 
imagine that is with a view to trying to be as fair as possible all along 
the line. 

Mr. Mvtrer. Don’t you think the same principle ought to apply in 
this country as we intend to imply in this bill 

Secretary Humpnurey. No; I don’t think you have the varying 
degrees of risk. Not only that, but those also are loans, not equity 
investments. This, after all, is 

Mr. Murer. I wish you were right in that. We intended, I am 
sure when we set up SBA, that there be equity loans, but they are 
not making them. 

Secretary Humpurey. An equity loan is a very difficult thing to 
develop. The amount of risk that you can take, the amount of interest 
that you can get, have to be weighed together and if you are making 
a loan which is at a fixed rate of interest, you have to have a lesser 
risk because you do not have the expectation of earnings to offset losses, 
so that if you have losses the greater risk you take the higher of your 
percentage of losses will be. 

Mr. Mutter. Therefore, the higher your interest rate should be. 

Secretary Humpnrey. And, therefore, the greater your return 
should be. That is why, with stock, you can afford to take a greater 
risk than you can with a loan of some kind. 

Mr. Tatxe. Will you yield? 

Mr. Mutter. I have another question on this same subject. 

Actually, the reason for setting up this lending agency this way 
is so that our Government will not get into the business as a stock- 
holder and will not participate in the management ? 

Secretary Humpurey. The reason it is set this way is so that the 
IFC will not be in a management position. It can be and probably 
will be an equity position—a convertible debenture-holder position, 
or something of that kind, but not with management responsibility. 

Mr. Murer. I notice you indicate that in some instances the local 
concern will pay interest only to the extent that it earns enough to 
pay. So even though there is a greater risk you may actually take 
less interest. Is that because you are going into a new field, and 
this is an attempt to build something up in an area where they can’t 
get the money otherwise ? 

Secretary Humpurey. Not necessarily. When you make a loan 
on which the interest is paid only if earned, you have a higher interest 
rate than you do if you have a fixed interest rate. 

Mr. Mutter. There is a possibility of never getting either principal 
or interest. 

Secretary Humpnrey. You may not. On the other hand, if you 
do get it you can get a lot more. Therefore, you can take the risk 
because if you take 10 and 1 goes sour, you make enough on the others 
to offset the 1. 

Mr. Mutrer. I misinterpreted what you said at page 2 when you 
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said securities will bear interest only to the extent that the local concern 
earns enough to pay it. 





(a 


; 
: 
> 
: 





INTERNATIONAL FINANCE CORPORATION 15 


The interest rate may be a high rate depending on the risk, yet 
it will depend on earnings as to whether it will be paid ? 

Secretary Humpnrey. Thatisright. It might be. There are loans 
made all sorts of ways. 

The Cuarrman. Your time has expired. 

Secretary Humrnrey. There are loans made that pay where they 
can, or where the interest accumulates. There are loans that have 
penalties when that occurs. There are loans that are made easy, 

say, in convertible debentures where the interest is only paid on the 
convertible debenture if it is earned, but if it is earned then that 
debenture becomes very much more valuable, and you can turn that 
over at a substantial profit to reimburse yourself for losses that you 
might sustain elsewhere. 

Mr. Mouurer. Thank you, Mr. Chairman. 

The CHatrman. Dr. Talle. 

Mr. Tate. Mr. Chairman. 

The uniform rate serve only to direct loans, does it not? 

Secretary Humpnrey. That is right. You are talking about small 
business ? 

Mr. Tate. Yes. 

Secretary Humrurey. That is right. 

Mr. Taiz. We should keep in mind that the uniform rate is 
restricted to direct loans. 

Secretary Humrurey. That is right. 

Mr. Tair. Unless I am misinformed, that is standard practice 
in the Veterans’ Administration in lending on insurance policies. 

Secretary Humrnrey. That is right. 

Mr. Tate. The same rate is paid all over the country 

Mr. Mutter. Insurance is equal security no matter “where he may 
live or what his earnings may be. Like any insurance company loan, 
he borrows against the paid-up or cash value of his policy. 

Mr. Tate. Direct loans are made at a standard rate, and I think 
the two are comparable. 

Now, Mr. Secretary, if I may, I should like to read the last para- 
graph on page 1 of your statement. I think that is sound economics, 
and very good Amercanism. It has been true since the early days 
of the Pilgrims at Plymouth. They settled there in 1620 and soon 
decided to instiute the basic principle called private property and pri- 
vate enterprise. I am quoting: 

The International Finance Corporation has been proposed as one way of 
encouraging new foreign private investment. The IFC is to serve as a catalyst 
in stimulating private investment. It is not another type of government-to- 
government aid. Instead, by assisting private ventures on a business basis— 
and I would like to underscore that— 


the IFC will give concrete expression to the basic American conviction that 
ecenomic development is best achieved through the growth of private enterprise. 

I certainly would like to give my blessings to that statement, and 
if we don’t follow a policy of that sort we will not enc ourage borrow- 
ers to stand on their own feet. 

That is all, Mr. Chairman. 

Secretary Humpunrey. I certainly believe that, Mr. Talle. 

The Cuarrman. Mr. O’Hara. 
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We are under the 5-minute rule, I may say to the gentleman. 

Mr. O'Hara. Mr. Chairman. 

Mr. Secretary, I am interested in getting your thought in regard 
to consumer credit and its possible development in backward areas. 
Will the investments of this new corporation encourage the develop- 
ment of consumer credit ? 

Secretary Humpnrey. Mr. O'Hara, I hardly know how to answer 
that. There is no immediate program for doing that. Whether as 
time goes on there will be, it is pretty hard to say. The powers are 
pretty broad for this organization, and it is possible something of 
that kind might develop, but the contemplation at the present time 
is in the way of development of constructive enterprise. I am think- 
ing now of productive enterprise—the producing of goods and devel- 
opment of resources, and that sort of thing, rather than operating in 
the financial area 

Now, of course, it doesn’t do you any good to produce things if 
you don’t sell them, and I think there is no absolute prohibition to 
operating in the financial area, but I don’t know that that has ever 
been thought of until you suggested it. 

Mr. O'Hara. Have you been satisfied or uneasy about the growth 
in consumer credit and increase in volume in this country 4 

Secretary Humenrey. I think you would have to answer that this 
way : The development of consumer credit—the development of paying 
for things as you use them—is one of the great stimulants to better 
living in America. It is one of the great stimulants to saving in 
America. People will save by paying for something while they are 
using it, much more easily than they will save by saving up the money 
first and then buying the thing and having it to use. 

So long as the payments and the terms and the security of the 
individual, as well as of the use of that in the whole economy is kept 
within proper bounds, I think it is a very stimulating thing, and I 
think it is one of the things that has helped raise the standard of living 
inthiscountry. It has dangers, as any extension of credit has if it gets 
overextended. 

Mr. O’Hara. Then it would be logical to expect that consumer credit 
might be encouraged in the foreign countries to which these invest- 
ments will be going ¢ 

Secretary Humpnurey. [ have heard it said that 0 at is one of the 
things that we are going to see over the next decade, or 15 or 20 years. 
Those things come a little slowly. People have ae get educated to 
them, but I have heard it said that that is one of the things that is 
already beginning to take hold, and that it will spread, and, if so, 
you will see undoubtedly a great stimulation to productive capacity 
there, as you have here. 

Mr. O'Hara. Mr. Secretary, I was interested in the last paragraph 
on page 3: 





We hope the Corporation will be able to influence these countries to take 
favorable attitudes toward investors. 

I hope this does not mean that the Corporation would interfere 
in the domestic affairs of other countries ¢ 

Secretary Humpnrey. No. 

Mr. O'Hara. In attempting to influence their governments? 

Secretary Humpurey. No. What is meant is, for example, let us 
take a country where there is relatively small investment, where there 
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are resources that can be developed profitably. Let us say that by the 
assistance of the IFC, joined with good management of private capi- 
tal, you go in there and open up some properties and make a lot of 
jobs and “dev elop a successful enterprise, and that you can pay good 
wages and people in that particular country have work, employment, 
and move ahead. When that happens people see the benefits that can 
come from that kind of operation, and then realize that that country, 
if it wants others to come and do the same thing and make more jobs 
and make more goods for the people to have, more places for them to 
work, better pay, more goods to have to live with, that if they are 
going to do that they must not confiscate property. They must 
have certain moral standards—the government I am talking about 
now—the government, itself, must protect the investment “that. is 
made, and make it attractive for money from other places in the world 
to come in there, develop the country, make the jobs and goods for 
people to have. If by example you can get that thing started, and 
people see how well it works, that is the way it will influence the de- 
velopment, and that is the way it will influence the attitude of one 
country toward the fostering of the kind of climate, the kind of things 
that are necessary for private investment to make a country grow and 
develop. 

Mr. O'Hara. Thank you. 

The Cuamman. Mr. McDonough. 

Mr. McDonovucu. Mr. Secretary, in your statement you say that 
this would become a reality “when 30 countries with a subscription . 
at. least 75 million have accepted membership.” In other words, i 
isn’t a reality yet / 

Secretary Humpnurey. Not yet. 

Mr. McDonovucu. Among those 30 countries—is Yugoslavia one of 
the countries considering this plan / 

Secretary Humpnurey. I think Yugoslavia is out of this. I think 
they indicated they were not in, for the present at least. 

Mr. McDonoucu. They are not interested ? 

Secretary Humpurey. I think so, at this time. Forty-seven gov- 
ernments in addition to the United States have expressly indicated 
that they are in favor of membership in the IFC. The proposed 
subscriptions of these 47 countries total $53,667,000. With the United 
States subscription the total becomes $88,835,000, 

Mr. McDonovugu. What is our subscription / 

Secretary Humpurey. Ours is about $35 million. 

Mr. McDonovugu. Is this an agency of the United Nations ? 

Secretary Humpurey. This is an affiliate of the International Bank. 

Mr. McDonoucu. And it will supplement and cooperate with the 
International Bank ¢ 

Secretary Humpurey. That is correct. 

Mr. McDonoveun. It will function with, or will it supplement, any 
of the services now rendered by the Export-Import Bank / 

Secretary Humpurey. Well, the two banks cross over to some 
extent, but by and large this is to broaden the field somewhat of the 
International Bank and to give it an opportunity to operate in a field 
that now is excluded to it. In other words, the International Bank 
today can only operate where it has a government guaranty, and this 
will permit it to operate in cases where there is no government 
guaranty. 
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Mr. McDonoveu. In other words, the only guaranty here is the 
cooperation of the financial interests of the country rather than the 
government of the country ¢ 

Secretary Humpurey. That is right. 

Mr. McDonoven. But will the United States membership in it 
require a treaty to be negotiated with the country ? 

Secretary Humpurey. I don’t think so; no. There will be an agree- 
ment between the member countries, the same as for the Interna- 
tional Bank. 

Mr. McDonovcu. An agreement? 

Secretary Humpurey. That is right. 

Mr. McDonoven. What assurances do we have that if American 
investors participate in this that there will be no expropriation of 
persenal property or the real property that is acquired ? 

Secretary Humpurey. I suppose the only assurance we can have 
on that is that the management will attempt to make its loans on a 
prudent basis. We have very much more money at stake now than 
this with the International Bank under the same relationships, and, 
of course, if a country is going to expropriate, it probably does so 
after disavowing all its obligations, and if one piece of paper isn’t 
much good, another one wouldn’t be. 

Mr. McDonovucu. And you believe that this will stimulate Ameri- 
can money to be invested in foreign enterprises ? 

Secretary Humpnrey. That is what we hope, Mr. McDonough. 
This is experimental. We don’t know how well it will work. I am 
not saying this is any panacea or guaranteeing any results. I view 
this as a very good, well arranged experiment on a relatively small 
scale, to see if it will stimulate much further investment. 

Mr. McDonoven. American capital in foreign countries / 

Secretary Humpurey. That is right. 

Mr. McDonoven. Is it a two-way street ? 

Secretary Humrurey. Yes, sir. 

Mr. McDonoveu. I mean is it vice versa? Do you encourage 
foreign capital in America ? 

Mr. Humenrey. Well, no; not to that same extent, I think, because, 
vou see, this country has relatively much more capital than many 
other places in the world. The way it gets to be a two-way street is 
by having less developed countries, low scale of living countries, 
raised up and begin to grow, and that is better for this country, to 
have other countries in better condition in the world. The more 
people in the world in better condition the better off we are and the 
more prospective customers we have to sell goods to as time goes on. 

We don't expect to get their money invested here, but we expect to 
see them grow and perhays become prospective customers. 

Mr. McDonoven. Do you think it will reduce the amount of money 
we are now appropriating for mutual security and foreign aid? 

Secretary Humpurey. I certainly hope so. 

Mr. McDonoveu. Is it intended to do that? 

Secretary Humpnrey. The idea is that if we can get private money 
moving into these countries, that that will eliminate a lot of need for 
this aid. 

The CHatrrman. Mr. Vanik. 
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Mr. Vani. Mr. Secretary, my questions deal solely with the possi- 
ble competition between the Export-Import Bank and this new 
agency. 

“Am I correct in understanding that in 1953 you supported the 
adoption by the National Advisory Council of the policy which pro- 
vided in effect that if the International Bank could make a loan, or, 

‘ather, if the International Bank could make a loan the Export-Im- 
port Bank should confine itself to short-term financing of exports and 
stay out of the development credit field? Is that a correct statement 2 

Secretary Humpurey. No, not entirely. What we tried to do was 
to lessen, somewhat, the direct competition between the banks. We 
found that to some extent foreigners were coming over here, applying 
for loans from both banks, and running around and getting one bank, 
or trying to get one bank, to cut the price of the other, and so forth. 
We thought ‘that some little better understanding as to the fields 
within which each could operate was desirable. 

Mr. VantK. It should be confined ? 

Secretary Humpurey. There is no absolute line you can draw be- 
tween the fields. They will overlap to some extent no matter what 
you do, but by and large the long-term governmental de velopment 
credits are the partic ular field of the International Bank. The 
shorter term movement of goods back and forth is the particular field 
of the Export-Import Bank. As I say, they must and will cross over. 
You just can’t draw a fixed line, but those, in general, are the lines, the 
particular field in which they should operate. 

Mr. Vanix. What is the National Advisory Council attitude on 
the two? 

Secretary Humpurey. Just as I stated it. 

Mr. Vanrk. Would you favor adoption of a policy statement which 
would make it clear that the representatives of IFC would oppose the 
loans that could be made by the Export-Import Bank ? 

Secretary Humpurey. I wouldn't expect that IFC could make any 
loans that could be made by Export-Import Bank. TI think the IFC 
will be in a field out and beyond what the Export-Import Bank can 
properly do. 

Mr. Vantk. Then am I correct in understanding that the IFC i 
a method, or a device to enable the International Bank to make loans 
without Government guaranties which it cannot now make, or is it 
the intent and purpose that the IFC shall confine itself to risk capital 
loans which the Export-Import Bank cannot make because these loans 
do not provide reasonable assurances of the repayment as the term is 
interpreted by the Board of the Export-Import Bank ? 

Secretary Humpnrey. That is right. Both statements you make 
are true. They are not in the alternative. It is not “either/or,” but 
they are both true. 

Mr. Vanix. What would be your reaction to a more liberal inter- 
pretation of the term “reasonable assurance of payment by the Export- 
Import Bank,” as an alternative to the creation of this new agency ? 

Secretary Humpurey. I would be opposed to that. We considered 
that carefully. I would definitely oppose it, because I think it is very 
difficult for a bank to make some of the loans, weak loans, or loans 
that really aren’t loans, to you and turn right around to this man or 
the other man and hold him to loans with a reasonable prospect of 
repayment. 
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I think there is a place for the Export-Import Bank to facilitate 
the doing of business in this country. Iam sure there is. I am sure 
that we get a good many days of work for people in America, making 
things that can be sold and exported elsewhere that the E xport- Import 
Bank can help finance that otherwise wouldn't be sold. Those fellows 
wouldn’t have those jobs unless this financing did take place. That 
those can have a reasonable prospect of repayment, and should have, 
and ought to be a banking operation. 

I think, however, there is also an entirely separate field that can be 
done under other circumstances, in which, as I say, this experiment 
may be good. 

Mr. Vanix. My final question: Don’t you believe that we ought to 
have some firm assurances or commitments that IFC will not compete 
or invade the field of the Export-Import Bank ? 

Secretary Humreurey. Well, I think right on the face of it you have 
those assurances, but if you wanted some you are certainly entitled to 
them. There is no reason in the world why the IFC should impede 
the Export-Import Bank. It is set up to help. It ought to be able 
to make loans that will bring in some capital—perhaps here is a group 
of fellows that want to go into business somewhere in the world. 
They haven’t enough equity in their business to make a security that 
makes it look as though a loan to them would be reasonably well repaid. 
If the IFC can go in and help them on that side, they might get them- 
selves in position where they could go to the Export-Import Bank and 
make a good reasonable show of repayment, and by that means get a 
loan, and start in business. 

Mr. Vantx. Thank you, Mr. Secretary. 

Mr. Wipnatn. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnati. Secretary Humphrey, what are the main reasons for 
lack of venture capital in these countries that we are talking about / 

Secretary Humrpurey. That is a delicate diplomatic question, I 
think, in many respects. One reason is there isn’t enough assurance 
in a good many countries of the protection of the capital if it is once 
invested; the government of some countries has been so insecure, and 
so minded, that they have not offered any protection for investment 
when it was once made there. In fact, they have either confiscated it 
in times past, or they have passed laws that were confiscatory in one 
way or another, or made it impossible to do business satisfactorily 
within the confines of that country. When that happens you just 
don’t get money to go there. 

There are too many good places in the world where it can go so it 
doesn't go to that kind of place. 

Another thing—another very important thing—is that there are a 
good many places in the world that are not particularly conducive 
to good living or do not have natural resources. It is pretty hard to 
get people interested, to go some place where it is either so hot that it 
's terribly difficult, or so diseased it-is terr ibly difficult, or so cold it is 
terribly difficult if there be no particular advantages for going there. 

If there happen to be some excellent attractions in those places 
people can go in and put in refrigeration or heat, or something or other 
to make it a livable part of the world, but if you don’t have something 
to base enterprise on, and you have bad conditions, it isn’t attr active 
to go there, so you go to a better place. There isn t anything compli- 
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cated about this at all. It is just the kind of thing that you, yourself, 
would do. They ask you to give up your job here and take your money 
and go down to some place in the Tropics. Why in the world would 
you go down and start in business if they are apt to confiscate your 
property? You would say, “I don’t want to go there. I will stay 
here.” 

Or they want you to go some place up at the North Pole, the north 
regions. Why in the world would you do that? If they come to you 
and show you that there is some copper or gold or iron up there, and 
you can get a group of your fellows together and go up there and de- 
velop something that 1s worthwhile, and spend enough money to 
make living worthwhile when you get there, and give a lot of 
employment to people after you get going, then you go and do it, 
provided conditions of the country were favorable. 

Mr. Wipnatu. Does the stimulous for this type of operation come 
from the country itself, or come from our desire to aid in developing 
those countries ¢ 

Secretary Humpurey. It is both. It has to come from the country 
itself, it has to come from having something worthwhile to go for, 
and it comes from us ourselves wanting to get people to do that because 
the world is a better world to live in if we have more people in better 
shape. 

Mr. Wipna. If the government of a country actually wants this 
venture capital, why, then, are they not willing to enter into any kind 
of a government guaranty for it, when they are trying to encourage 
calculated risks on the part of the United States and other countries 
for investment there ? 

Secretary Humrurey. There are two sides to that. We are trying 
to stimulate private enterprise and private enterprise ought to operate 
without government guaranties. That is, as to financial guaranties. 
If the government furnishes the right kind of a climate for business to 
be done in and the right kind of laws to operate under that is about all 
the government ought to have to do. 

If a business can’t succeed under those conditions, then perhaps it 
better not be started. If the government furnishes the right kind of 
climate, and offers the right kind of laws to operate under, and there 
is something worthwhile to do, something you can make and sell, and 
a market that can be developed or production that can be developed, 
or something of that kind, then you want to stimulate private capital 
to go in there and manage it, because that is the way you get your best 
and fullest development. 

Mr. Wipnaiyi. Will development of enterprises in those countries 
lead to further competition with American goods / 

Secretary Humpurey. In some cases, it may. On the other hand, 
if it does it will mean that we are developing markets that will be 
added markets that we will have available to sell to. It will work 
both ways. 

Mr. Wipna.t. Essentially, the difference between this proposal and 
the operation of the International Bank is, first, that it will provide 
venture capital, and second, loans will not have a government guar- 
anty ¢ 

Secretary Humpnrey. That is correct. 

The CHarrman. Your time has expired. 

Mr. Wipnati. Thank you. 
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The Cuatrrman. Mr. McVey? 

Mr. McVey. No questions. 

The CuHarrman. Mr. Hiestand ? 

Mr. Hresranp. Mr. Secretary, I am very much interested in this 
statement, and it supplies a lot of answers to questions I had in 
mind. 

I am mindful also of your other appointment. However, I am not 
quite clear in one or two ways how this company, with sound financing 
and just what we want, will work. In other words, the other banks— 
the Export-Import Bank and International are essentially banks. 
They make loans only. Those loans, as far as I have been able to 
see, and I presume it is complete, are guaranteed by the governments 
to which countries we are sending the money. 

In the case of the Export-Import Bank, those loans were made either 
directly to a government or to corporations wholly owned by the gov- 
ernment ¢ 

Secretary Humpurey. No, not in both cases. That is the way the 
International Bank operates, but not the Export-Import Bank. 

Mr. Hirstanp. All of the Export-Import money is spent here? 

Secretary Humpurey. No, not all of it. A little is spent in other 
countries, but it is not necessarily with governments or Government 
guaranties. 

Mr. Hiestanp. If this as an international corporation is going to 
put, as you express it, equity capital in, do we do or propose to do 
other than make direct loans? Can they guarantee private invest- 
ments, or can they take as investment capital stock in a private 
company ¢ 

Secretary Humpurey. You can do both. 

Mr. Hresranp. All three ways? 

Secretary Humpnrey. Yes. 

Mr. Hiesranp. Make loans, supply capital, and guarantee? 

Secretary Humpurey. Yes. 

Mr. Hiestanp. Is it contemplated also that we will then invest in 
private industries, rather than Government or Government-owned 
industries ¢ 

Secretary Humeurey. Private industry. 

Mr. Hiestanp. In other countries? 

Secretary Humenrey. That is right. 

Mr. Hrestanp. Then we would encourage also perhaps Venezuelan 
capital being invested in Bolivia and either guarantee it or help fi- 
nance it? 

Secretary Humpnurey. That is right. 

Mr. Hiesranp. Loans, then, would be made to corporations who 
already have a stake invested abroad and to supplement that stake, 
presumably ? 

Secretary Humpurey. It might be. It might be to expand an exist- 
ing company, or it might be to start a brandnew one. I want to be 
sure that I am correct in one statement that you made that I 
answered. 

We do not buy stock, which has responsibility of management that 
goes with it. It is a debenture or something of that kind. 

Mr. Hrestanp. You use the term in your statement “equity 
capital.” 
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Secretary Humrpurey. It is equity but not management equity cap- 
ital. It is in this medium ground. You have all sorts of stages 
here. You have the stages ‘of firm debt. You then have a stage 
of intermediate debt, and then you have various kinds of instr uments 
such a debentures, convertible debentures, or things of that kind, 
and then you get down to the final equity, which is common-stock 
equity. This is not to buy common-stock equity, which has the burden 
of management. This must have common-stock equity behind it. 

Mr. Hriestanp. Your security, then, for the guaranties of invest- 
ments abroad is what? 

Secretary Humpurey. It is a common-stock equity behind us plus 
the management. 

Mr. Hrestanp. But the corporation doesn’t take and own the com- 
mon stock of these corporations that you are financing? 

Secretary Humpurey. The what? 

Mr. Hrestanp. The common stock. 

Secretary Humpurey. No; the IFC doesn’t own the common stock. 
Somebody else owns it. That money is put in the enterprise, and it is 
behind our money. 

Mr. Hiesranp. I am wondering what the IFC’s security is? 

Secretary Humenrey. The security is the money that has been put 
in for common stock behind our money, and our appraisal of the 
validity of the management. 

Mr. Hiestanp. Private capital can invest in IFC? 

Secretary Humpurey. Private capital will be the common-stock 
money behind our capital. 

Mr. Hiesranp. In addition to the $35 million that the Federal 
Government puts up? 

Secretary Humpurey. No; that money goes into the operating 
company. It doesn’t come into the IFC at all. The only money 
that goes into the IFC is the money of the countries that are sub- 
scribers. That goes into the IFC. Now, the IFC money will go 
into the copper-mining company of Venezuela, or the rayon factory 
of Venezuela, or of Timbuktu, probably behind some firm debt money, 
but ahead of some common-stock money in that rayon company or 
that mining company. 

Mr. Hrestanp. It could be preferred stock ? 

Secretary Humpurey. Not stock, but debentures. 

Mr. Hiestanp. Thank you, sir. 

The Cuarrman. Mr. Secretary, what effect do you think the In- 
ternational Bank for Reconstruction and Development, and the In- 
ternational Monetary Fund has on world peace and prosperity ? 
Don’t you think those people, meeting once a year, have some effect 
in that respect ? 

Secretary Humpnurey. I very definitely do. I think it has an ef- 
fect. Nobody is quite as bad as you think he is if you know him 
well enough or even see him occasionally Not only that, but I think 
it also has had a great effect on explaining to countries—just as we 
were talking here a few minutes ago—why it is that countries have 
to have the “right kind of things or people just won’t go to them. 

I think it has helped in getting better relationships established 
throughout these countries w ith respect to each other, and for develop- 
ment of all these countries. 
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The Cuarrman. What you say has impressed me when I think of 
the Bank and the Fund. I think it will have a great effect on the 
peace of the world and I think this organization w ill accentuate that 
to some extent. 

Secretary Humpnurey. I think that is right. That is what we hope. 

The Cuarrman. Mr. Brown! 

Mr. Brown. Mr. Secretary, the Export-Import Bank has done a 
splendid job throughout the years. If I support your proposal, I 
have to be sure that it will not interfere in the operation of the Ex- 
port-Import Bank and that it is not designed to take over the Export- 
Import Bank. 

Secretary Humrnurey. Oh, no. This, if anything, will supplement 
the opportunity for Export-Import Bank to make additional loans. 

Mr. Brown. They may take over the functions of the bank. 

Secretary Humpnrey. No. This operates in an entirely different 
field than the Export-Import Bank can get in. Let me illustrate 
again how it could be: You decide you want to go some place in Asia 
and start a jute operation. You need some machinery and some 
equipment to start your plant. You have some money of your own. 
You go to the Export-Import Bank and you say, “I want to make a 
loan from you to buy a lot of American equipment to ship over there, 
to put into a plant to start this operation.” They figure about how 
much money they can lend you on the American equipment that will 
go over there. You add that to the money you have and you don’t 
have enough. They can’t lend you any more because that is all there 
is a reasonable prospect of repayment as you stand. You go to this 
institution and you say, “If I had another million dollars, or another 
hundred thousand dollars, I not only could make my loan from the 
Export-Import Bank to buy the machinery that will be made in 
America to go over there, but with the money I am going to put in, 
if I had that extra $100,000 I could make this thing go.” 

The IFC can say to you, “All right, we will buy some convertible 
debentures from you that will be behind the Export-Import Bank 
but will be ahead of your money, and if it is a success, they are con- 
vertible debentures and we will be able to sell them to somebody at 
a profit to ourselves. So we will buy $100,000 of convertible deben- 
tures in your enterprise.” And that enables you to go ahead. 

The Export-Import Bank makes a loan it couldn’t otherwise make, 
you go into business, and if you succeed, the IFC sells the converti- 
ble debentures. After you get going, it sells them, gets its money 
back with a profit, and is able to lend it to somebody else. That is 
the way this thing will work. 

Mr. Parman. Mr. Chairman ¢ 

The CHarrman. Mr. Patman. 

Mr. Parman. Mr. Secretary 

Secretary Hv MPHREY. I wonder, Mr. Chairman, I don’t believe 
I have time to start on another whole round. 

The CHARMAN. We are not going on another whole round, Mr. 
Secretary. 

Secretary Humpnrey. I will be glad to stay just a few minutes 
more. I am already late. 

Mr. Parman. On June 7, 1955, the New York Times carried a story 
about the IFC, in which it says: 





It is a sort of a small-loan agency for the free world. 





4 
; 
BY 
iy 
3 
{ 
: 
. 


{ 
- 
, 
4 
5 
j 





INTERNATIONAL FINANCE CORPORATION 25 


Is that pretty well a correct definition of it, Mr. Humphrey ? 

Secretary Humpurey. I don’t know that it would be. 

Mr. Parman. It is a small-loan agency. You don’t expect them 
to make these huge loans? You don’t expect them to make loans over 
5 or 10 million dollars, do you ? 

Secretary Humpurey. [ really don’t know. What we are trying 
to do is to make this thing succeed. The IFC will have rather limited 
funds and I would imagine that it would want to spread them, and 
that would mean relatively small loans. 

Mr. Parman. You have no intention of giving the smaller people 
in other countries a better opportunity to secure a loan than you give 
for our own people here in the United States, do you, Mr. Humphrey ¢ ¢ 

Secretary Humpurey. No; not under similar situations. 

Mr. Parman. Under similar situations—in other words, any con- 
cern here that needed a loan under similar and like circumstances 
would certainly not be discriminated against and would be given the 
same Opportunity as in a foreign country / 

Secretary Humpnrey. Except as conditions discriminated against 
it, which of course all have to be taken into account. 

Mr. Parman. Now, then, will the organization have, what is com- 
monly referred to as “w. o. ¢.’s,” without compensation, either on the 
advisory group or other employees of this organization ¢ 

Secretary Humpurry. I really don’t know, Mr. Patman. I don’t 
know what you are talking about. 

Mr. Parman. Well, a “w. o. c.” is a word that we use, or letters that 
we use now to refer to people who are working for the Government 
without compensation. 

Secretary Humpnrey. They might have somebody make trips or 
reports for them. I don’t know. 

Mr. Parman. Yes; but it is not in the articles of agreement that 
you will change the existing law? You see, the existing law is against 
that. 

Secretary Humpnrey. This hasn’t anything to do with that. 

Mr. Parman. It is against that. 

Now, then, I have 2 or 3 short questions here: If the IFC is suc- 
cessful, won’t it develop into a worldwide RFC, financed in a great 
measure but not controlled by the United States ? 

Secretary Humpnrey. If it built up enough money, you could call 
it that, if you wanted to. It would still be ‘the IFC and would still 
operate the way it does. The more it succeeds, the more money it 
will have to lend. 

Mr. Patman. It will have the earmarks of the RFC because of the 
power and authority it will have to make loans. It will have a 
similarity to the old RFC, which the chairman said is now in an 
unmarked grave. 

Secretary Humpurey. Let’s stick to the IFC. There are a lot of 
differences between them. 

Mr. Patman. At the creation of the worldwide RFC, financed in 
large measure by the United States Government, mi it really 
give you some concern that we would go all out ? 

Secretary Humpurey. This doesn’t give me concern or I wouldn’t be 
advocating it. I hope it will sueceed. 

Mr. Parman. Does it give you some concern when we are offering 
to foreigners—I say that in a respectful sense, since I have no feeling 
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against foreign people—better opportunity to get loans at a better 
interest rate and under better circumstances than we are offering 
our own people here through the Small Business Administration, 
where they are limited to $150,000 each, and the interest rate is 6 
percent ? 

Secretary Humrnrey. No. I don’t think that this is giving any ad- 
vantage to other people at all. 

Mr. Parman. Now at the outset, the IFC is expected to have $100 
million to lend. Then, of this amount, the United States will con- 
tribute, I believe you said a while ago about $35 million, does that 
mean it will have a revolving fund of about $100 million? Is that 
the object, Mr. Humphrey ? 

Secretary Humpnrey. It can get itself frozen up so that it is out of 
business, or if it gets repaid, if it succeeds and its loans turn fast 
enough, it will be a revolving fund. 

Mr. Parman. Under article 111, section 6, subsection (i) of the ar- 
ticles of agreement, that gives the IFC power to borrow unlimited 
funds, does it not? In other words, there is no restriction, like some 
banks are restricted 6 to 1 or 10 to 1, or some agencies 10 to 1, like the 
Federal Intermediate Credit Bank. This will have no restriction of 
any kind whatsoever? 

Secretary Humpurey. This is not going to need any restrictions at 
all because this has no Government guaranties, no basis for borrowing 
except on its own merits. Its own merits will limit what it can get. 

Mr. Tatiz. Mr. Chairman ? 

The Cuarrman. Mr. Talle. 

Mr. Tatxe. Is it not true, Mr. Secretary, that the International Bank 
for Reconstruction and Development has made money during every 
year of its operation, except the first year ? 

Secretary Humrnrey. That is correct. 

Mr. Tatiz. Nobody expected it to make money the first year. It 
had to be organized before it could operate. 

Mr. Patrman. I have one other question. Are you through? 

Mr. Tauue. Yes, I have—— 

Mr. Patrman. I was giving this a little thought, trying to eliminate a 
lot of it, which I have. 

Mr. Tauue. May I tie in one little paragraph here, then I am 
through? Iask unanimous consent that the fourth paragraph on page 
3 of your statement, Mr. Secretary, be put into the record, which shows 
that the management of the International Bank will be the manage- 
ment of this Corporation. 

The excerpt referred to above is as follows: 

The IFO, though financially independent of the International Bank, will be 
affiliated with it. The bank’s Board of Directors will serve as the Board of 
Directors of the Corporation. The bank’s president will be the Corporation’s 
Chairman. Thus the Corporation will have the benefit of the experience and 
sound judgment which have distinguished the management of the bank. Oper- 
ating economy will also be assured. 

Secretary Humpnurey. That is correct. 

Mr. Tauie. That is all, Mr. Chairman. 

Mr. Parman. Now; then, this question is, These loans will not be 
loans guaranteed by the Government, as you have properly brought 
out, and they will be soft loans or dubious loans, and not the type 
of loans that the other agencies required ? 
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Secretary Humpurey. That is correct, in part. 
Mr. Parman. Dr. Burgess testified, recorded in the June 16, 1954, 
New York Journal of Commerce. He said: 


There is no lasting advantage in making dubious loans. 


That was in connection with the Export-Import Bank. I just won- 
der whether the Treasury has changed its thinking on that. 

Secretary Humpurey. No. I have tried to explain very carefully 
that this is not a banking institution ; that this is semiloan, semiequity. 
1 have tried to illustrate exactly where it will fit in. I think I can’t 
make it any stronger by just repeating it. 

Mr. Parman. So they are the type loans, though, that are not the 
type of the International Bank? 

Secretary Humpurey. They are not the type of loans of the Interna- 
tional or the Export-Import Bank, either one. 

Mr. Parman. They will be a softer type loan. Would you object 
to an amendment that would give the Export-Import Bank the op- 
portunity to first decline the loan, just like you state you don’t want 
to be in conflict with them ? 

The RFC, which is the only similar agency we have that we think 
is parallel to this, used to require that the banks state that they will 
not accept a loan before the RFC would make the loan. What would 
you think of an amendment to make sure that Mr. Brown’s apprehen- 
sion is not well founded; for instance, an amendment that the loan 
could not be made if the Export-Import Bank was qualified to make 
it and refused to make it? 

Secretary Humpnrey. You already have that all provided for, Mr. 
Patman, in the NAC. 

Mr. Parman. What is that? 

Secretary Humpurey. That is the Advisory Council that harmo- 
nizes these various institutions. 

Mr. Patman. You are Chairman of the Council ? 

Secretary Humpnurey. Yes, sir. 

Mr. Parman. How many members are there? 

Secretary Humpnurey. There are five. The different departments 
that are interested 

Mr. Parman. They are all Government agencies? 

Secretary Humpnrey. That is right. 

Mr. Patman. None of them w. o. c.’s, as we referred to them? 

Secretary Humpurey. No, sir. 

Mr. Parman. That is all, Mr. Chairman. If I want to ask any more 
questions, I assume Mr. Humphrey will be glad to answer them if I 
send them to him in writing. 

Secretary Humpurey. That is right. 

Mr. Mutrer. Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Mutrer. Mr. Secretary, I asked you to supply us copies of the 
proposed articles of agreement. That has already been supplied. Part 
of it is a list of nations that have indicated they will participate. I 
think your statement indicates that 47 have already indicated a desire 
to participate, while the schedule annexed shows 46 countries. 

Do you know what the 47th country is? 

Secretary Humpurey. Do I know what? 
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Mr. Mcutrer. The statement says that 47 countries have indicated 
their desire to participate, while the schedule attached to the agree- 
ment indicates 46 countries. 

Secretary Humpnrey. Forty-six; the United States is the 47th. 

Mr. Muurer. The United States is included in the schedule. 

Mr. Oversy. I think the schedule lists 56 countries, sir. 

Mr. Mutrer. You are quite right—56. 

Secretary Humrpurey. The little thing I read from said there were 
47 countries, exclusive of the United States, who had signed up or who 
had indicated they wanted to sign up. 

Mr. Mutrer. Let’s put it this way. Do you know which of these 
countries in schedule A, attached to the proposed articles of agree- 
ment, are not going to join? 

Secretary Humpnurey. Do you have the list of the ones that defi- 
nitely said no? 

Mr. Oversy. Three countries have indicated that they are probably 
not going to join at this point, and those are Nationalist China, Yugo- 
slavia, and Finland. Five countries have not been heard from. 

Mr. Parman. May I ask a question that won’t take a half minute? 

Your reliance on the National Advisory Council; you stated the 
National Advisory Council passes on these prompts me to say that the 
New York Times carried an article April 19, 1954, in which it stated, 
in quoting what happened : 

Secretary Humphrey let it be known early in his tenure that he believed the 
National Advisory Council was an unnecessary adjunct of the Treasury Depart- 
ment in the formulation of this country’s international monetary and financial 
policy. 

I just wonder if you have changed your mind about the wisdom 
of the use of that ? 

Secretary Humpnurey. I[ don’t know where you got that. 

Mr. Parman. I got it from the New York Times of April 15. 

Secretary Humrurey. I don’t know where that idea came from. 
You read lots of things in the paper. I am interested to read lots of 
things in the paper that I do. 

Mr. Parman. Then it is not correct ? 

Secretary Humrurey. No, sir. 

Mr. Murer. With reference to the countries, China, when listed 
here, meant Nationalist China, not Red China? 

Secretary Humpurey. Nationalist China. 

Mr. Murer. Suppose some of the Soviet satellite countries should 
indicate a desire to join ? 

Secretary Humpnrey. They cannot. This is limited to the Inter- 
national Bank members. 

Mr. Mutter. To the International Bank members? 

Secretary Humpnrey. That is right. 

Mr. Murer. Are Argentina and Spain members of the Interna- 
tional Bank? 

Secretary Humpurey. Not either one of them. 

Mr. Mutrer. Is there any method or procedure by which Argen- 
tina could join ? 

Secretary Humpnrey. I don’t know. Can they file? 

Mr. Oversy. Argentina could apply for membership. She has not 
done so to date. 
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Secretary Humpurey. They would have to join the bank before 
they could get into the IFC. 

Mr. Mouurer. They would have to be in the International Bank 
before they could join this organization ? 

Secretary Humpnrey. Yes. 

Mr. Mutter. I am impressed with the principle. I don’t want you 
to think my questions are intended to destroy it. I would like to see 
something like this worked out. At the same time there are questions 
that present themselves I think that should be cleared up. 

One of them is: With reference to a country like Argentina, where 
we have had experience on at least two occasions under its present gov- 
ernment, that there has been confiscation and in one instance there 
was a blocking of the right of Americans to take their funds out of 
the country, after they had sent in their goods. You remember we 
made a substantial loan to Argentina at that time, which they then 
were going to use to pay our citizens with. A short time ago they 
actually confiscated some American property down there—property 
of one of our American companies. Right on top of that the Export- 
Import Bank made another loan to Argentina. I don’t think that is 
good practice. 

Secretary Humpurey. There has been an awful lot of talk about 
that. I think perhaps a word of explanation would help and I would 
like to know what you think about it. What happened was this: 

They have a prospective steel plant in the Argentine. It is partly 
constructed. They wanted a lot more equipment to go into it, about 
$60 million worth of equipment, steel plant equipment, of one kind or 
another, to go into this operation, and they were going to go ahead 
with it. They had Europeans of various kinds and other people in 
the world, all negotiating for this. 

They were being advised in their engineering by an American com- 
pany, and naturally they wanted American equipment. Our Amer- 
ican system in the steel business is way ahead of anything in the world 
in volume production, and our equipment is of that kind. 

They came here, and the Export-Import Bank made them a loan, 
or agreed to make them a loan of $60 million to finance the purchase of, 
I forget exactly what it is, eighty-some-odd million dollars worth of 
American equipment, which is made in America, employing Ameri- 
cans, who are working in this country every day making that equip- 
ment to go down there, and after it goes there, other Americans will 
be employed to make spare parts, and one thing or another to send 
down there, as against having them made in Russia or Germany, or 
some other place. 

I think it is a perfectly on loan, myself. 

Mr. Mutter. How will we ever get our money back if next week 
Peron confiscates all that stuff after it is shipped in there? The mer- 
chandise and equipment sent in there is the security for the loan. 

Secretary Humpurey. That is correct. There is a total of about 
$200 million being invested altogether. We will have a claim on a big 
operation, and it is our judgment that over a period of time, we will 
get that money out. I believe we will. 

Mr. Muurer. The question in my mind is, if we are going to invest 
in this organization will every country participating in it give us 
an agreement or give the participating countries an agreement that 
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they will not confiscate or nationalize any of the assets that will be 
pledged as security for the loan? 

You do have a provision here that they will not attach in any way 
whatsoever or seize any of the assets of this organization we are 
setting up? It isn’t sufficient protection if you lend your money in a 
country, and take as security from the borrower a lien on its assets 
in that country, and then the country turns around and nationalizes or 
confiscates the assets ag as secur ity to pay your loan. 

Secretary Humpurey. I don’t know of any way that you can abso- 
lutely protect yourself against that. The IFC will naturally make 
loans as the International Bank does now, in those countries which 
have an appropriate record—for example, the kind of country where 
the State Department has worked out treaty arrangements of one kind 
and another for the protection of each other’s interests and all the 
various things. 

Now, if a country is going to violate such a treaty, I don’t see what 
good another agreement will do. 

Mr. Muurer. You can never get an enforcible guaranty against 
treaty violation. 

Secretary Humpnrey. No. When United States Government insti- 
tutions are involved we can just try to make loans where the State 
Department has worked out, as best they can, the various setups as 
bet ween the two countries. That is what we have to rely on. 

Mr. Mvuurer. Always having in mind the possibility there may be a 
change of government or the government may suddenly change its 
mind and nationalize. Should’nt we get the commitment as part of 
this agreement that there will be no nationalization ? 

Secretary Humpnrey. I don’t believe you want to mix up our diplo- 
matic negotiations with this. The IFC doesn’t have to make loans to 
anybody. One of the very important things the International Bank 
does today—one of the very important things it considers in whether 
or not it will make a loan in a different country—is how are the diplo- 
matic relations; have they been worked out; and what sort of arrange- 
ments exist. I think it would complicate our diplomatic relations to 
put some further restriction in here. I don’t think it would amount 
to anything. 

Mr. Muvrer. Mr. Secretary, back in late 1954, at the Rio parley, 
there was an effort made to set up between us and the Latin American 
countries an organization similar to this. I think at that time our 
Government took the position—I don’t know whether you participated 
in the making of that policy statement or not—but our Government 
took the position that there were ample facilities available, and we 
ought not go along with that kind of organization. 

I notice here that there are some 20 American countries—South and 
North American countries, including our own—indicating an inten- 
tion to participate. Is this to take the place of that ¢ 

Secretary Humrurey. I was the American delegate to that event, 
and I took the position then, and take it again, and believe in it, that 
the IFC which was proposed at that time and had been previously 
proposed, and was advocated at that time as one of the things that 
would fill this field, was what we wanted. What the Latin American 
countries wanted, or what some of them wanted, was a special financ- 
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ing company that would be operated for the benetit of just Latin 
American countries and no other place in the world. 

It never grew to fruition, but the idea was that we would put up 
the substantial part of the money and that then it would be governed 
by a board which would decide what loans would be made and it 
would be limited to Latin America only. 

I said that I did not approve of that for our money; that if they 
wanted to do it with their money, that was entirely satisfactory to us, 
but we would put our money into an affair of this kind where we had 
i management that we had had experience with, as has been pointed 
out here. As Mr. Talle has pointed out, we have an experienced man- 
agement that has proved its worth. We would put our money in the 
hands of an experienced management and operate in that way, rather 
than start something new with a man: iwement we didn’t know any- 
thing about. 

Mr. Murer. I believe that there has been some talk about trying 
to create additional incentives for investment of American capital in 
ether countries by granting to them tax exemption of moneys they 
“urn in these other countries on foreign investments. Has there been 
any official action or policy developed by your Department on that 
subject 4 

Secretary Humpurey. Just in one respect: We proposed to the 
Congress last year—we already have in existence the Western Hemis- 
phere Trade Corporation Act, which provides for 14 percentage points 
less tax on Western Hemisphere trading companies under certain cir- 
cumstances than applies to income accruing to American companies 
operating in other parts of the world. We recommended that the rate 
reduction be extended to income from other parts of the world. The 
Senate Finance Committee and Congress decided not to adopt it. 

That same provision was recommended by the President again this 
year. Now, what state it is in, 1 am frank to tell you I don’t know; 
but that is the only tax-relief provision that I think of at the moment. 
Very frankly, I am opposed to trying to do everything by giving tax 
relief. Everybody that wants anything done, pretty near, comes in 
wd says, “Let us do it by allowing tax relief,” and the first thing we 
know, if we do that, we will find that only 15 or 20 people pay taxes, 
and everybody else will have a special out. 

Mr. Mutrer. Mr. Secretary, I have just been handed a note that 
you are already 1 hour behind schedule. I do have some other ques- 
tions. I don’t want to keep the Secretary here any longer, in view of 
the fact he is already an hour late. Is it intended that we continue 
on the subject this afternoon, Mr. Chairman / 

The Cuairman. I would want to get through. We have two other 
witnesses this afternoon. 

Mr. Mutrer. May I conclude with this, Mr. Chairman: I think it 
would be fair to say that you are opposed to the Hoover Commission’s 
recommendations that, at least to the extent of setting up this agency. 
the Government should get out of the lending field? I don’t know 
whether you are familiar with that recommendation, but the Hoover 
Commission recommended the Government get out of the lending 
business. 

Secretary Humpurey. I don’t have in mind the particular Hoover 
thing you are referring to. I can tell you this very frankly: I think 
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that our governmental lending must be curtailed, must be controlled 
further all the time, and that our lending should be largely for the 
purpose, where it is made, of accomplishing some specific objective, or 
of developing through private enterprise, development elsewhere. 

Mr. Mutter. The Hoover Commission specifically recommended the 
re a Bank be wound up, and its lending facilities brought 
to an end. 

Secretary Humpnrey. I don’t believe they did that. I may be mis- 
taken, but I haven’t seen that recommendation. 

Mr. Mutrer. Maybe it was the task force that did. It was either 
the task force or the report. 

Secretary Humrnurey. I don’t believe they did it, Mr. Multer. At 
least I haven’t seen it. 

Mr. Mutrer. At any rate, you are opposed to the Export-Import 
Bank being liquidated and going out of business ? 

Secretary Humpurey. I would not liquidate the Export-Import 
Bank at this time; no, sir. 

Mr. O'Hara. Mr. Chairman, may I ask one brief question ? 

‘The CHamrman. You may ask a question, but the Secretary is an 
hour behind. 

Mr. O’Hara. It will be very brief, Mr. Secretary. 

Secretary Humpnrey. I may send the other committee down to talk 
to you gentlemen. 

Mr. O’Hara. Will the capital of the international corporation come 
exclusively from the contributions of the various nations, or will it be 
augmented by marketing securties ? 

Secretary Humenrey. It will come exclusively from the subscrip- 
tions at first. At some later time they may prosper to a point where 
they can sell securities. If they succeed and establish a reputation 
they may be able to do that. They will start only with money the 
countries themselves put up. 

Mr. O’Hara. Has the international bank been successful in market- 
ing securities ? 

Secretary Humpurey. Yes, sir. 

Mr. O’Hara. Do you think it likely that the International Finance 
Corporation might follow that pattern ? 

Secretary Humpnurey. I will say I hope it will be successful enough 
to do so. 

The CuarrMan. Mr. Secretary, we are glad to have your views. 

Secretary Humpnrey. Thank you very much, indeed. We appre- 
ciate it. 

The Cuatrman. Mr. Clerk, what is the House program this after- 
noon ¢ 

Mr. Hatianan. The mutual-security appropriation bill is coming 
up, I understand. 

The Cuarrman. Do you think we should go on further now or should 
we come back ¢ 

Mr. Hauwanan. I think there will be 4 hours of general debate on 
the bill. We could meet this afternoon. 

The Cuarrman. Suppose we adjourn now to meet at 2 o’clock. 

(Whereupon, at 12 noon, a recess was taken until 2 p. m. of the 
same day.) 
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[AFTER RECESS | 


The committee met at 2 p. m., the Honorable Brent Spence, chair- 
man, presiding. 

Present: Chairman Spence and Messrs. Brown, Patman, Multer, 
O’Hara, Davidson, Wolcott, Talle, McDonough, Betts, Hiestand, and 
Nicholson. 

The CuatrmMan. The committee will be in order. 

Mr. Clerk, will you call the first witness? 

Mr. Hatianan. The next witness is Mr. Samuel Waugh, Assistant 
Secretary of State for Economic Affairs. 

The Cuarmman. Mr. Secretary, you may proceed. 

Do you have a written statement? If so, you may read it or file it. 


STATEMENT OF HON. SAMUEL C. WAUGH, ASSISTANT SECRETARY 
OF STATE, ACCOMPANIED BY HAMLIN ROBINSON 


Secretary Waueu. Mr. Chairman and gentlemen, I have a written 
statement. It is rather brief. There are some changes in the state- 
ment that I made before the Senate committee, so with your permis- 
sion I will read the statement. 

The CHarrman. You may proceed. 

Secretary Wauacu. Today I am appearing on behalf of the Secre- 
tary of State in support of title II of H. R. 6228 and H. R. 6229, which 
would authorize the President to accept United States membership in 
the International Finance Corporation and the Secretary of the 
Treasury to pay the United States subscription to its capital. 

The International Finance Corporation is a collective effort to 
stimulate economic development through productive private enter- 
prise. The Secretary of State, as a member of the National Advisory 
Council on International Monetary and Financial Problems, fully 
concurred in the decision of that Council last November to recom- 
mend United States participation in this collective effort. As you 
know, the President approved the recommendation and made it an 
important part of the foreign economic policy recommendations which 
he sent to the Congress last January 10. 

I thought I would refer briefly to some of the foreign-policy aspects 
of the International Finance Corporation, rather than to its organ- 
ization and operations, of which the committee is well informed. 

Since the war the United States has undertaken a number of meas- 
ures designed to assist and encourage the countries of the free world 
to rebuild and strengthen their economies. At the same time, we 
hoped that a substantial flow of private investment would take place. 
Such investment normally takes with it not only capital but also the 
technical competence and managerial skills whose absence is fre- 
quently a greater bar to economic development than is the lack of 
pass § 

Actually, however, the international flow of private investment 
funds to many underdeveloped countries has not been spectacular 
during the 10 years since the war. Furthermore, this investment has 
tended toward concentration in certain areas and in a limited number 
of industries. For this there have been many reasons, of which the 
committee is well aware. 
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Nonetheless, we in the United States remain firmly convinced that 
the private-enterprise concept of investment, whereby economic de- 
velopment is financed “rae through investment by individuals or 
private companies, is the soundest basis for sustained economic prog- 
ress. We have endeavored to foster this concept in many ways, and 
there is considerable evidence that its basic validity is being increas- 
ingly recognized in many countries outside the Soviet orbit. 

Our participation in the International Finance Corporation is thor- 
oughly consistent with this objective. The sole purpose of the Cor- 
poration is “to further economic development oe encouraging the 
growth of productive private enterprise in member countries.” More- 
over, during the period when the International Finance Corporation 
was being discussed and considered, it became apparent that a good 
many countries were seriously interested in the cooperative effort to 
that end which it represented. This interest was not confined to the 
underdeveloped countries wherein the new Corporation is expected to 
be especially active. Some of the European countries whose economies 
had been restored with the help of the Marshall plan were interested, 
and now it appears that practically all of these European countries 
will become members of the new Corporation. In fact, their com- 
bined subscriptions to its capital are approximately equal to our own 
proposed subscription. 

Participation by the United States in a cooperative effort of this 
kind, whose basic purpose accords with our own convictions and 
approach to economic growth, is in our opinion consonant with our 
position of leadership. 

The International Finance Corporation is frankly acknowledged 
to be experimental in nature. It is, in effect, an experiment in the 
public encouragement of private enterprise, in ways which do not 
involve the new Corporation in the ownership or management of 
private enterprise or in the major financial risks of any individual 
enterprise. If it is successful in this endeavor it will have contributed 
materially toward encouraging private capital to assume major impor- 
tance in world economic activity. 

Bear in mind, if you will, that the International Finance Corpora- 
tion will not compete with private capital, nor can it be regarded as 
a substitute for it. The Corporation will only invest in enterprises 
in which the private participants put in the bulk of the capital 
required and accept complete management responsibility. We have 
some illustrative examples of the ways in which the Corporation will 
participate with private investors in projects if the committee would 
find them useful. 

I have that written, and we will submit that for the record, Mr. 
Chairman and gentlemen, if you would like to have it. 

(The material referred to is as follows :) 


INTERNATIONAL FINANCE CORPORATION—ILLUSTRATIVE EXAMPLES OF INVESTMENT 
PROPOSALS 


The following are illustrative hypothetical examples of investment proposals 
which might be brought to the International Finance Corporation. In the 
interest of simplicity all capital requirements in these cases are expressed in 
terms of dollars rather than in the variety of currencies which would necessarily 
be involved in actual proposals. In practice, proposals would, of course, cover 
a wider range of investment fields and present far more variety and complexity 
in their financial aspects. 
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These examples do not describe the forms in which the Corporation might make 
its investments. Under the Corporation’s charter investments may be in any form 
which is appropriate in the circumstances and is permissible under applicable 
local law, subject to the single restriction that the Corporation may not invest 
in capital stock, common or preferred. For example, in appropriate cases, the 
Corporation’s investments may take the form, among other things, of ordinary 
debentures, debentures convertible into stock when held by a purchaser from the 
Corporation, income debentures, debentures with rights to participate in profits, 
or a combination of any of them. In each case, however, it is expected that the 
Corporation will make its investment on terms providing for a financial return 
commensurate With the risk undertaken. 

1. An American textile company wishes to open a mill in a foreign country. 
The financial requirements are $2 million for imported equipment and $1 million 
for local expenditure and working capital. Although the company has ample 
capital and long domestic experience, it is unfamiliar with foreign business and 
unwilling to risk much in its first venture abroad. It proposes to form a 
subsidiary in which it is willing to invest $1 million. It asks the Corporation 
to explore with it the possibility of securing local capital for the undertaking 
and to provide whatever portion of the remaining $2 million cannot be financed 
locally. 

2. A group of potential investors in a less developed country approach a 
New York investment banker with a proposal to finance a fish cannery in their 
country, estimated to cost $38 million. They can raise $1 million, and ask the 
investment banker to raise the remaining $2 million and to find experienced 
management. The banker interests an experienced California fishing company 
which is willing to invest $1 million and to undertake the management if it can 
get an opportunity to buy control at a later date. The investment banker asks 
the Corporation to provide a loan of $1 million, offering to give the Corporation 
debentures convertible into common stock by a purchaser from the Corporation. 
The fishing company proposes that it be given a first refusal on any sale by the 
Corporation of its convertible debentures. 

3. A European chemical company proposes to start a plant in a less developed 
country. The company can obtain in its own country all the necessary equip- 
ment but it can supply only a portion of the funds required for local currency 
expenditure abroad. It cannot obtain any equity capital in the underdeveloped 
country and only a limited amount of loan capital and that at short term. It asks 
the Corporation to provide a share of the funds required for construction and 
working capital. 

4. A profitable newsprint company in a less developed country wishes to 
expand its plant, at an estimated cost of $5 million. The owners of the company 
are willing to put up half of this amount but need outside financing for the 
remainder. There is available capital in the country, but local investors are 
not accustomed to purchasing minority stock interests in corporate enterprises. 
The company believes that if the Corporation invested in the enterprise local 
investors would also be willing to participate. Accordingly, the company asks 
the Corporation to explore with it the possibility of raising the required 
capital locally and, if necessary, to provide any balance of the funds not 
so raised. 


Secretary Waueu. The fact that the new Corporation will be clear- 
ly affiliated with the International Bank for Reconstruction and De- 
velopment is assurance that its affairs will be conducted in fur- 
therance of its basic purpose and in the best interests of all its 
members. 

Your special attention is called to article I, subsections (ii) and 
(i111), describing certain nonfinancial activities of the International 
Finance Corporation. These sections require the Corporation to act 
as a sort of clearinghouse in bringing investment opportunities to- 
gether with sources of private capital and experienced management, 
and to help its member countries create the conditions necessary to 
the flow of private capital, domestic and foreign, into productive in- 
vestment, 

This committee is aware that the Department of State and certain 
other agencies of the Government are already carrying on some activi- 














































36 INTERNATIONAL FINANCE CORPORATION 


ties of this kind. There are limits, however, to the effectiveness of 
unilateral efforts in these fields, and quite frequently the similar ef- 
forts of an international agency may be more fruitful. As an inter- 
national agency the Corporation will tend not to be identified with 
the special interests of any one of its members. It will also be in a 
position to establish direct relationships with the world’s principal 
capital markets. In addition, the experience gained from its own 
participation with private investors in specific investment projects 
should be useful in dealing with many of the problems which impede 
private investment. The Corporation’s activities will not be limited 
to the encouragement of foreign investment; it will be prepared to in- 
vest in partnership with local investors and, of course, many of the 
factors which impede foreign investment in a country also impede 
investment by its own citizens in productive enterprises. 

The fact that a large number of countries accept membership in an 
organization dedicated to “encouraging the growth of productive pri- 
vate enterprise” is a significant development. We feel that the Cor- 
poration will be in a position to influence the attitudes of its mem- 
ber countries toward private enterprise. In considering projects at- 
tention will be focused upon the treatment to be accorded the enter- 
prise and its private participants, or if private investors fail to be 
attracted by the conditions and opportunities in a given country the 
fact that the Corporation will not os called upon to use its resources 
in that country could have significant results. 

In closing, may I mention briefly the relationship of the Interna- 
tional Finance Corporation to certain other broad aspects of our for- 
eign policy objectives. Every country in the free world needs capi- 
tal for its own economic growth, which in turn affects the combined 
economic strength of the entire free world. The increased flow of 
investment also means higher levels of international trade, an ob- 
jective to which we are firmly committed. If the private enterprise 
system can further demonstrate its resourcefulness and ability to pro- 
duce the sound economic growth and higher living standards to which 
men everywhere aspire, much will have been done to offset the false 
allure of the Communists. I believe that organized in the manner 
recommended, the International Finance Corporation can make a sig- 
nificant contribution to the achievement of this goal, and in a manner 
completely consistent with American concepts of private enterprise. 

Thank you, Mr. Chairman. 

The CuHamMan. We will proceed under the 5-minute rule. 

Mr. Wolcott ? 

Mr. Wotcort. I have nothing. 

The Cuatrman. Mr. Patman? 

Mr. Parman. I have no questions. 

The Cuarman. Dr. Talle? 

Mr. Taiz. No questions, Mr. Chairman. 

The Cuatrman. Mr. Multer? 

Mr. Motrer. Thank you, Mr. Chairman. 

Mr. Secretary, are you in agreement with the Secretary of the 
Treasury that this new organization will not compete with either the 
Export-Import Bank or with the International Bank? 

Secretary Wavucu. Yes; I am in complete agreement with him, 
Mr. Multer. 
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Mr. Murer. Would there be any objection to putting in a provision 
into this bill which will make it clear that they are not to go into 
competition with one another ? 

Secretary Wavueu. Personally I would have no objection. 

Mr. Mutter. I think you might have been present this morning 
when I asked Secretary Humphrey about the Rio Conference of 1954. 
I think it was in November or December of 1954. 

Secretary Wauau. November of 1954; yes. I was present. 

Mr. Mutter. Does this represent an extension of the program as 
submitted there, or is it in place of that ? 

Secretary Wavueu. There was just one word I didn’t hear you 
say—did you say does this represent an extension ? 

Mr. Mutrer. Extension of that same principle or is this intended 
to implement ? 

Secretary Wavucn. I was going to use the word “implementation” 
rather than “extension.” ‘This is an implementation of the program 
rather than subscribing to an Inter-American bank. It was the policy 
of the administration that it would be much better for us to subscribe 
to an international organization of this type, and that was made very 
clear at the Rio Conference. 

Mr. Mutter. Is it intended that the loans to be made by this new 
organization will be made only within the countries of the partici- 
pating nations? 

Secretary Wavuen. Yes, sir. 

Mr. Moutrer. With reference to the policy of the Export-Import 
Bank, and while this is a different subject, it ties in directly with what 
we might expect this new organization would do: What has been 
the Export-Import Bank’s policy with reference to its loans? Have 
they been made primarily for the purpose of financing American 
interests ¢ 

Secretary Wavuou. I really think that the man best qualified to 
answer that question is going to follow me, General Edgerton, but I 
think I can answer the question by saying “Yes.” 

Mr. Mutter. Possibly I should have framed the question a little 
differently. 

While you wouldn’t know specifically, while he would know specifi- 
cally how the policy was implemented, is it the State Department’s 
policy that as to Export-Import Bank how does the State Department 
feel that policy should be? Should it finance American interests? 

Secretary Waven. Yes, sir. The Department of State feels very 
keenly that the Export-Import Bank is an extremely important ad- 
junct to the foreign-policy interests of our country, and my answer to 
your specific question is “ Yes.” 

Mr. Mutter. And the International Bank for Reconstruction and 
Development was intended to finance operations in foreign countries, 
regaestieee of whether they were American interests or foreign inter- 
ests ! 

Secretary Wavueu. I think that is one of the rules of the Interna- 
tional Bank; yes, sir. 

Mr. Mouurer. That is the principal difference between those two 
organizations? 

Secretary Waven. On that particular question, yes. 

Mr. Moutrer. And in this new organization there is to be no empha- 
sis upon American loans, but there are to be loans for persons who 
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are willing to go into companies or who will be willing to go into 
any of these participating countries and try to help them develop 
their industry in those countries? 

Secretary Wauau. Yes, sir; plus the fact that you might find people 
located within the country that had a portion of capital they would 
like to invest. 

Mr. Mutrer. I would like to ask you a question I addressed to 
Secretary Humphrey this morning and get the view of the State 
Department on it: 

Do you not believe that we should insist—when I say “we should 
insist”—insist upon it being written into that agreement that each 
country participating in this organization should undertake, by proper 
manner, not to nationalize or confiscate or expropriate any of the 
securities that may be pledged ? 

Secretary Waveu. I don’t know whether it can be written into the 
agreement as specifically as you say, but, of course, that is one of the 
factors that the Department of State is constantly engaged in, in 
getting just that very agreement with the respective countries with 
which we are cooperating, sir. 

Mr. Mutter. I am quite sure that if the State Department should 
say to the Export-Import Bank, “You ought to stay out of, or not 
finance any loans into a particular country because their domestic pol- 
icy is inimical to the best interests of the democratic way of life,” 
that they would follow your suggestion, and I am sure that this 
bank or the new organization will, too. 

I think we would like to have a commitment from the State De- 
partment that it would, to the best of its ability, see to it that it is 
is in the articles of agreement, or done separately as a condition of a 
loan being made to a foreign country, that such a commitment would 
be obtained from that country so as to have at least some assurance 
that there will be no confiscations and no nationalizations that would 
adversely affect this organization. 

Secretary Wavueu. In regard to the first portion of your statement, 
sir, I would like to subscribe to the fact that the relationship between 
the Export-Import Bank and the Department of State has been about 
as near ideal as two branches of the executive could operate. We have 
the finest kind of cooperation on matters of the type you are speaking. 

Whether or not in the international organization we could spell it 
out as definitely as you would like to have it, is a question in my mind. 
We can, of course, in an organization where we have complete control, 
and I completely subscribe to your objective. As to how it can be 
done, I think that is a matter that must be given very careful con- 
sideration. 

The objective that you are seeking is, as you know, an objective of 
the Department of State in all of the agreements we are entering into 
now. 

Mr. Mutrer. I think it is traditional American policy, and IT am 
sure the State Department subscribes to it and advances it wherever 
possible. 

Secretary Wauen. Yes, sir. 

Mr. Motter. I think it is one of the questions that will be thrown 
at members of this committee on the floor, particularly when we have 
listed among the countries that originally indicated a desire to par- 
ticipate Yugoslavia. While Yugoslavia is numbered among our 
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friendly allies, it does subscribe to the Communist theory and part of 
that is nationalization, and that is directly contrary to what we are 
trying to accomplish. We were told this morning by Secretary Hum- 
phrey that Yugoslavia has indicated it will not join. 

Secretary Waucu. That has been my information. 

-Mr. Mutter. It may at some future time join. If a country like 
Argentina should decide or become qualified to join I think we should 
get commitments of countries of that kind where we know from past 
history they have done things we don’t like to see them do. We don’t 
have a right to tell them, “You change your domestic policy and run 
your internal affairs in accordance with our way of life,” but at least 
we can refuse to give them any help to set up principles of govern- 
ment that run counter to our own. 

Secretary Wavuau. Perhaps I should say that immediately follow- 
ing the Rio Conference, and subsequent to the Rio Conference, the 
very problem that you are presenting has been discussed with the Ar- 
gentine Government at the highest level. 

Mr. Mutter. I am pleased to know that you are on that problem. 

Secretary Wauau. Yes, sir. 

Mr. Murer. Thank you, Mr. Chairman. 

Mr. Betts. 

Mr. Berrs. Mr. Waugh, this subject may have been discussed this 
morning before I came here. I am wondering if you are acquainted 
with the manner in which the contribution of each participating 
nation is determined ? 

Secretary Waueu. I think it was determined in accordance with 
its proportionate subscription to the International Bank. Only the 
countries which subscribed to the International Bank are the coun- 
tries eligible for the International Finance Corporation. It is on a per- 
certage basis, based on their percentage in the International Bank. 

Mr. Berrs. I noticed that Secretary Humphrey’s remarks this 
morning indicated the United States will contribute $35 million; is 
that correct? That is over a third of the $100 million. 

Secretary WauGuH. $35 million, and that is our correct proportionate 
subseription to the International Bank today. 

Mr. Berts. I was just wondering why it couldn’t be more equitably 
divided among the whole nations? Is there any reason why it should 
be so subscribed ? 

Secretary Wauen. I have never heard that question asked or an- 
swered before or discussed. It is extremely diflicult, of course, to 
determine the countries’ ability to pay the way it is an individual’s 
ability to pay, and I think they had to resort to some schedule, and 
it seemed that the proportionate schedule would be the best schedule 
for the determination of the ability, although I confess I have never 
heard this particular phase discussed. 

Mr. Berrs. If there were 50 countries participating in a hundred 
million, that would be about $2 million apiece; is that right? 

Secretary Wauen. Yes, but 

Mr. Berrs. It doesn’t seem to me like it is very much and all the 
countries are going to benefit equally by it. 

Secretary Wavueu. You are violating all the precedents—— 

Mr. Berrs. What is that? 

Secretary Wavueu. You are violating all the precedents. 
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Mr. Berrs. I am just curious. 

Secretary Wavucu. I know your point. Some of these countries 
proportionately could not pay in the exact proportion the United 
States could. It is in accordance with their ability to pay. I think 
that was the basis on which it was originally fgured. 

Mr. Murer. Mr. Betts, if you will yiehd at that point, I was going 
to suggest, if you are going to take the total fund and divide it by the 
number of countries, you could never get the contributions because 
there are many countries listed here. I think their total annual 
budget is hardly more than the amount that they would be asked to 
subscribe, if you took the hundred million dollars and divided by 50. 
‘They just wouldn’t have the funds with which to do it. As a matter 
of fact, as Mr, Patman just suggested off the record, I think some of 
these countries that make the smallest contributions to the capital fund 
will be in asking for the largest loans. That is their need. 

Is that a fair statement? 

Mr. Berrs. That is the reason I asked the question. 

Mr. Mutrer. Isn’t that a fair statement, Mr. Secretary ? 

Secretary Waucu. Generally speaking, I think it is a very fair and 
very comprehensive statement, sir. 

Mr. Berrs. I was just interested in knowing the why’s and where- 
fore’s of the contribution. 

That is all, Mr. Chairman. 

The CHatrman. Mr. Brown ? 

Mr. Brown. No questions. 

The CuarrmMan. Mr. Davidson? 

Mr. Davinson. The only question I would like to ask, Mr. Secretary, 
is with regard to these various restrictions and regulations and con- 
trols in force in various territories and various member groups of this 
Corporation, let us assume that we, the United States, as a member 
of this Corporation, contributes about one-third of the $100 million 
that is authorized here, and we participate in investments in various 
countries. 

Some of these countries have very restrictive provisions controlling 
their foreign exchange, and I see that in section 5 of the provisions 
here, setting up these articles of agreement of the International Fi- 
nance Corporation, that none of the moneys which are loaned by this 
International Finance Corporation will in anywise be free of any 
such restrictions as a member country might choose to impose. Very 
simply, to my naive mind and limited experience, I have found that 
there are certain countries which will not permit you to take any 
money out of the country and there are certain countries which permit 
as dividends on investments only that type of money which may be 
used within the country, and their limitations are such as to probably 
complicate the free investment that all of us are so very much inter- 
ested to see. 

Would you care to comment on that? 

Secretary Waven. Yes, Mr. Davidson. I would like to comment on 
this phase because it is a phase that I think is extremely important. 

In the first place, not limiting ourselves to the one article, but 
talking on the broader subject of the investment climate—there are 
many ways in which restrictions are put into effect that deter capital 
from going into the various countries. 
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As an individual country, and operating bilaterally with these coun- 
tries, we are constantly—speaking now of the Department of State 
endeavoring to eliminate these various restrictions, 

It has been my thought, and perhaps I should say my hope, that 
an international organization of this type would have more effect 
in the elimination of certain restrictions than would one country 
operating individually. There is no question in my mind but that 
the restrictions that are found in the various countries that need 
capital represent the greatest deterrent from capital going in there. 

he problem is, How are you going to improve the investment 
climate in these countries? One, we are trying to do it through our 
friendship, commerce, and navigation treaties constantly; we are try- 
ing to do it in our various tax treaties with the countries, but in addi- 
tion to that I have the feeling—and, again, I say I have the hope— 
that an international body can be more effective in the elimination of 
certain restrictions than can an individual country, and as powerful 
as our own country is, with the capital that we are loaning. 

I don’t know whether I have covered your question. 

Mr. Davipson. I think you have very well. 

If I understand you correctly—might this be a fair statement: 
That if, by virtue of this Corporation, we can decrease the area of 
these restrictions, or if, by virtue of the activities of this Interna- 
tional Finance Corporation we can lessen some of those restrictions, 
that in and of itself would be a consummation so devoutly to be 
wished for we would probably be willing to spend $35 million for it? 

Secretary Waveu. I tried to cover that point, but not as completely 
as I should have in my statement. 

I agree with you, sir. We have spent a great deal of thought, time, 
and money discussing the flow of investment from this country to for- 
eign countries. I have used this expression before. It may be a 
homely one, and it may not be accurate. I think we have spent 75 
percent of our time discussing what we could do in this country to 
get foreign investment into other fields—private investment into for- 
eign fields—and 25 percent as to what the other countries should do. 
I think we have it reversed. I think we should spend 75 percent of 
our time trying to improve the climate in these other countries, and if 
we improve the climate the investment will naturally follow. 

The approach to this problem has been a little out of balance. 

Mr. Davinson. Do you think this will act as a pilot for private 
investment going abroad, and will stimulate that, and we can see how 
we work out on these investments ? 

Secretary Waueu. It should be a catalyst. This Corporation, if it 
works out, and both Mr. Humphrey and I repeat it is an experiment, 

will be a catalyst to attract private capital into these countries. If 
private capital will go into these countries where an international or- 
ganization has a 25-percent holding, for example, they know they will 
be treated better, because if they are not treated right this interna- 
tional body will examine the reasons why they weren’t properly treated 
in that country. 

I think that, in itself, sir, is worth more than the investment we are 
making in it if we can do it. 

Mr. Davipson. Frequently these investments in foreign countries 
will involve a local investment, by a local merchant or local business- 















































42 INTERNATIONAL FINANCE CORPORATION 


man, producer, etc., an international corporation investment, and per- 
haps, in part, some private investment from people in this country 
who are investing abroad. 

Secretary Wauen. And sometimes all three. 

Mr. Davinson. All three together? 

Secretary Waveu. Yes, sir. In other words, I can conceive of a 
situation in an underdeveloped country where the local people would 
put up a third of the money, the United States capital would come in 
and put up a third of the money, and the International Finance Cor- 
poration might put up a third of the money. United States manage- 
ment would come in and show these people how to operate, and could 
develop a better standard of living for a great many people in an 
underdeveloped area. 

Mr. Davipson. Of course, private investors in this country would 
have to understand that the International Finance Corporation 
doesn’t change these restrictions, and that the investments of the Inter- 
national Corporation are in nowise immune to these restrictions that 
these territories and countries might set up, nor is the investment in 
any way guaranteed by the Corporation or by the United States Gov- 
ernment in anywise at all? 

Secretary Waven. That is correct, Mr. Davidson. It has been my 
experience over a great many years that the capital in this country 
is highly intelligent of all of the risks involved when they go out of 
the country. 

The CHarrman. Mr. Brown. 

Mr. Brown. Mr. Secretary, I am very much disturbed by this bill. 
Why can’t you do, through the Export-Import Bank, what you desire 
to do under this bill? It is hard to keep up with these lending 
agencies. The Secretary of the Treasury said this morning that it is 
just an experiment. Why can’t you do it through the Export-Import 
Bank ¢ 

Secretary Wauen. Let me ask if I heard you correctly. You said 
you were greatly disturbed about this bill because of the fact we could 
do this through the Export-Import Bank? I wasn’t sure I heard your 
question. 

Mr. Brown. That is right. You could amend the Export-Import 
Act. You have too many lending agencies now. 

Secretary WaucGu. I would like to subscribe to the fact that IT think 
the Export-Import Bank has done a magnificent job over the 19-year 
period. I personally would dislike to see the Export-Import Bank 
go into the field of equity financing. I think that the Export-Import 
Bank would be supplemented and complemented by an international 
finance corporation. I think it would be very helpful to the Export- 
Import Bank because it would get private capital into fields where 
the Export-Import Bank might be called upon to operate. 

Then, too, I would go back to my statement made for Mr. Davidson. 
T think an international organization of this kind, Mr. Brown, can be 
very helpful in improving the investment climate in countries where 
the investment climate needs to be improved. 

Mr. Brown. I gather from the testimony of Secretary Humphrey 
that is is purely an experiment. You couldn’t guarantee what it will 
do? That is the way I understood the testimony. I think you are 
just going into this thing too fast. I think we ought to have a little 
more time to study it. I think it is wrong to proceed like this. 
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Secretary Waven. Mr. Brown, I have talked to Mr. Humphrey 
about this in times past, and when he uses the word “experiment,” [ 
think it means experiment in the same form that we would have con- 
sidered the International Bank an experiment a few years ago. I 
don’t think he means an experiment in any other way. He thinks of 
any new corporation that starts being dependent upon its manage- 
ment, and to that extent, this being a new idea, if it has proper man- 
agement, proper sponsorship, we think that there is a very good chance 
that it will succeed. Otherwise, we wouldn’t be here recommending it. 

Mr. Brown. Any bill that encompasses the field that this does 
deserves more than 1 day’s hearing. 

Secretary Wavenr. Did you ask a question or make a statement? 

Mr. Brown. I made a statement. 

Secretary Waveu. That is what I thought. 

Mr. Parman. Mr. Chairman, I would like to ask a question. 

The Cuarrman. I would like to say that the last administration 
endeavored to attain these same objectives and Mr. Truman wrote 
a message to Congress asking for technical assistance and financial 
help to the underdeveloped countries and expressed great interest in 
something being done along that line. I think the objectives stated 
in his message are about the same as the objectives sought in this 
legislation. 

Mr. Brown. We never had any hearing on this bill or a similar bill 
before. 

The CHatrMan. We are having it now, though. 

Mr. Brown. I know. When legislation of this magnitude is rushed 
through without adequate and extensive hearings, it is wrong. We 
shouldn’t push it through. We are almost at the close of the session. 

The CHarrmMan. We have heard from most people who have know]- 
edge on the subject. 

Mr. Brown. Nobody has said anything about it except these few 
people. 

The CHamrMan. We are going to have the Chairman of the Export- 
Import Bank here in a few minutes to get his views about it. 

Mr. Brown. We haven’t had any opportunity at all, outside of 3 or 4 
witnesses, to know anything about it. 

Mr. ParmaAn. Will we have, Mr. Chairman, the officer of the In- 
ternational Bank who will be president of this IFC as a witness? 

Mr. Murrer. Is that Chairman available to testify ? 

Secretary WauGuH. We don’t know who the President will be. It 
hasn’t been announced. 

Mr. Mutter. Mr. Patman is asking about the Chairman of the 
International Bank. There is something in this proposed bill which 
will indicate the Chairman of the International Bank will be Chair- 
man of this Corporation. Who is that? 

Secretary WauGu. Mr. Black; Eugene Black. 

Mr. Parman. Mr. Chairman, I would like to ask the witness 2 or 3 
questions. 

How many agencies of our Government now make loans to foreign 
countries, directly or indirectly, to the governments or to the people 
and concerns within those governments ¢ 

Secretary Waveun. I do not believe that I could say. I think I 
could name the principal agencies. 
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Mr. Parman. International Bank is one, Export-Import Bank is 
another. 

Secretary Wavucu. The FOA. 

Mr. Patman. How much lending power do they have? 

Secretary Waucu. They have lending power in accordance with 
the mutual security bill. 

Mr. Parman. About $3 billion, I think, is proposed in the bill on 
the floor this afternoon. What else? 

What else? 

Secretary Waueu. Those are the principal agencies that I am 
familiar with, Mr. Patman. 

Mr. Patman. Which ones deal more with this point 4 program, or 
have dealt with it in the past? 

Secretary Waucu. The Mutual Security Agency. 

Mr. Parman. Deals directly with that; doesn’t it? 

Secretary Wauau. Yes, sir. 

Mr. Parman. That is the objective; isn’t it? 

Secretary Waucu. Yes, sir. 

Mr. Parman. So there is no reason to pass this bill predicated upon 
the theory that it is to carry out point 4, because we have an agency 
that is carrying out point 4. 

Secretary Waven. No. There was no thought in anyone’s mind 
that I have heard expressed that this bill was to carry out point . 
It was hopeful that if this bill passed, and we could develop enou 
private capital in the underdeveloped countries, that there dhesiey a 
Jess and less need for the point 4 program coming through the Gov- 
ernment agencies. 

Mr. Parman. That is more of an indirect approach on it. This bill 
was never intended and is not now intended to carry out the point 4 
program ¢ 

Secretary Waveu. As it is today; no, sir. 

Mr. Parman. These 56 countries that will be subscribers to this 
fund, if the same ones come in that went into the International Bank, 
it is contemplated that the people in all those countries will have what 
you might term “equality of opportunity to obtain loans.” The 
people in one country will not have any better chance or opportunity 
to obtain a loan than people in another country under similar like 
circumstances; is that right ? 

Secretary Waven. I would assume that would be a basic concept ; 
yes, sir. 

Mr. Parman. In other words, the people in the United States, if 
they qualify, would be just as ‘eligible as the people in any other 
country ? 

Secretary Waveu. Yes, sir; but it is a little difficult for me, and in 
answering this question, Mr. Patman, I certainly do not want you to 
think that I am in any way flippant, but this conception—the purpose 
of this Corporation, is to further economic development by encourag- 
ing the growth of productive private enterprise in member countries, 
particularly i in the less developed areas. 

Mr. Parman. That is what I say—in member countries. We are a 
member country and we have some less developed areas. . 

Secretary Wauen. Yes, sir. 

Mr. Parman. If we qualify, we would be just as eligible as people 
in the other countries; wouldn’t we? 
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Secretary Wavuau. Legally, I would say yes. 

Mr. Parman. That is all. 

Mr. Murer. Mr. Chairman? 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Let’s see if we can’t clear up some of the confusion 
that may be attendant upon this entire problem. ‘The Export-Import 
Bank is making loans and using entirely American funds; that is, our 
own funds. 1 think there is an authorization of some $5 billion 
appropriated by the United States Government to the Export-Import 
Bank. That operates under the limitations of the law setting it up. 
Am I not right? 

Secretary Waveu. That is right; yes, sir. 

Mr. Muurer. The International Bank for Reconstruction and De- 
velopment, on the other hand, is set up by the various participating 
governments, and has a limited amount contributed to that corporation 
by each of the participating governments, and in addition, has the 
right to sell bonds to the public by which they raise additional moneys, 
which they in turn lend. 

Am I right ? 

Secretary Wavueu. Yes, sir. 

Mr. Mutrer. The limitation of the International Bank on their 
lending powers is that they may lend only to foreign governments, or 
to enterprises, private enterprises within the foreign countries where 
the foreign government will guarantee the repayment of the loan ? 

Secretary WAuen. That is correct. 

Mr. Mutrer. What we are doing here, however, is setting up an- 
other agency which will not interfere with Export-Import Bank, but 
each of the participating countries will contribute its proportionate 
share, as agreed, up to $100 million. It will be authorized to sell 
bonds to the public and raise additional money for lending if the 
public will buy those bonds, and those loans then will be made directly 
to private enterprise in the various countries that are participating. 
Am I right? 

Secretary Wavuau. That is correct. 

Mr. Muurer. It is intended that those loans will not be guarantied 
by the governments? 

Secretary Waucu. That is correct. 

Mr. Muurer. And to that extent these loans will carry much greater 
risks—this lending program is an experiment—am I not right? 

Secretary Wauau. Yes, sir. 

Mr. Murer. And if we set something up like this, and do it on 
this basis, if the experiment should turn sour, you certainly don’t 
want one of the other agencies, either the Export-Import Bank or 
International Bank, sustaining any part of the loss. You want to 
keep them separate and apart in their lending facilities, separate 
and apart from this, which is somewhat experimental and may or 
may not work out. Am I not right? ; 

Secretary Wavueu. Yes, sir. Speaking as an Alternate Governor 
of the International Bank, I don’t speak with quite as much experi- 
ence there as I do as a representative of the State Department speak- 
ing as to our relations with the Export-Import Bank. I would 
dislike to see the Export-Import Bank get into this field at this time. 


65611—55———-4 











46 INTERNATIONAL FINANCE CORPORATION 


Mr. Mctrer. I am voicing my own opinion. I would be completely 
opposed to that. That is an American bank, operating entirely with 
taxpayers’ funds. 

Secretary Wavucu. That is correct. 

Mr. Brown. This might take over the Export-Import Bank. 

Mr. Murer. It should not. I think Secretary Humphrey agrees 
that this agency would not make loans that the Export-Import Bank 
would make. The gentleman said he had no objection to writing 
into this a provision that this IFC would not make a loan that should 
be made by the Export-Import Bank. 

The CuairMan. This is not a matter of discretion. The Export- 
Import Bank can’t make these loans under its charter; can it? 

Secretary Wavuen. That is correct. I am not sure. Reserve that 
question, please, for General Edgerton, who follows me. 

The Cuarrman. Are there any further questions? 

Mr. Murer. No, sir. 

Mr. O’Hara. Mr. Chairman. 

The Cuatrrman. Mr. O'Hara. 

Mr. O’Hara. The amount of money that is being appropriated, if 
this legislation is passed—the amount contributed by our Government 
is only a token payment; isn’t it? You expect at a later period much 
more money will be put in? 

Secretary Waven. Again, I don’t want to be flippant, Mr. O'Hara, 
but [ have been operating so long that $35 million never seems to me 
like a token contribution. I think it is a substantial contribution. I 
think it is substantial, but answering your question, ves. I think 
that the hope is that if this is suecessful, they will be able to go out 
on the open market, sell debentures and raise more money in that 
manner. 

Mr. O'Hara. I remember some years ago, in the case of the Inter- 
national Bank, this committee had reported it out unanimously, and 
I think it was passed by the House by consent, a measure permitting 
national banks to invest in the securities of the International Bank. 

Secretary Waveu. That is correct. 

Mr. O’Hara. At the time, I had some concern about it because it 
seemed to me that the market for the sale of the securities would be 
largely in the United States and it would be all left up to the Ameri- 
can people, making a very much larger contribution in proportion to 
the contribution of the governments and peoples of foreign countries. 

Looking ahead, is it not possible that while other participating na- 
tions will make their fixed contributions, the contribution of our Gov- 
ernment will be augmented by sales of securities among the people of 
the United States bringing our actual contribution greatly out of 
tocus ¢ 

Secretary Waven. I think one of the most significant developments 
in the financial field, insofar as the International Bank is concerned, 
has been the sale of its securities in foreign markets. The facts of the 
matter are, the percentage of International Bank bonds that are sold 
in the domestic market grows smaller each year, and the International 
Bank floated this current year an issue of bonds in Switzerland, and 
Switzerland is not a member of the International Bank. 

In other words, through the medium of the International Bank, 
we have raised—the bank has raised money in foreign markets, Swit- 
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zerland, to be specific, and turned around and loaned it in its member 


countries. 

There is a larger and larger percentage of the International Bank’s 
bonds sold each year in the foreign markets. I remember when the 
International Bank bonds came out and they not only had to be made 
legal for national banks, they had to be made legal for trust funds 
under the investment requirements of the various ‘State laws. 

There was a great deal of hesitation that you mentioned, but it has 
been a most successful investment for the trust funds and for the pri- 
vate investors throughout the United States. 

Mr. O’Hara. That is very interesting, and I thank you, Mr. Secre- 
tary, for the information. 

I may be a little overconcerned, because my memory goes back to 
just about this time in the year 19: 29, and at that time we were selling 
to the American people many foreign securities, and they were sold 
and purchased on the advice of the wisest bankers in the country. 
They all went sour. I am wondering if, as Mr. Brown suggested, we 
are proceeding too hastily in this field. 

Secretary Waven. I can go back to 1917, when we sold the first 
French bonds in this country dur ing World War I. I think we have 
gone a long ways since 1916, and the fall of 192! ), which I remember 
very Viv idly. I think the restrictions that we have now, the sophisti- 
cation of the buyers that we have now, will in great measure be a 
self-regulating restriction in the sale of the bonds. 

Mr. Parman. Would you yield? 

Mr. O’Hara. Yes. 

Mr. Parman. Do you refer to SEC restrictions? 

Secretary Wavucu. The SEC is one of the things I was thinking of. 

Mr. Parman. They are exempt from this, aren’t they ? 

Secretary Waucn. I was referring to the whole class of bonds that 
were being sold at that time which could not be sold now. I was talk- 
ing about the whole broad market. 

I certainly hope we never get into another 1929 fiasco, and I do 
think that the buyers of this day and age have sufficient sophistication 
that they are not going to buy these bonds unless the bank is well 
managed, and operating successfully. 

On the question of the SEC I would like to submit some material 
for the record. 

(The information is as follows :) 

SECURITIES AND EXCHANGE CoMMISSION, 
Washington 25, D. C., May 24, 1955. 
Re International Finance Corporation. 
Hon. BELTING ARNOLD, 
Assistant General Counsel, Treasury Department, 
Washington 25, D.C. 

DEAR Mr. ARNOLD: Commissioner Goodwin is out of town and has asked me to 
write you concerning the International Finance Corporation. In his letter to you 
dated February 18, 1955, Commissioner Goodwin enclosed a staff memorandum 
indicating the areas in which problems might arise under the securities acts with 
respect to the International Finance Corporation. The letter pointed out that by 
reason of insufficient information no conclusive answers could be given at that 
time. 

Since that date conferences have been held with officials of the International 
Bank at which additional information was furnished concerning the proposed 
operations of the Corporation. Enclosed are copies of staff memoranda which 

discuss the problems and recommend that no question need now be raised under 
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the securities acts concerning the proposed organization and presently conteni- 
plated activities of the Corporation. The Commission has concurred in the views 
set forth in the memoranda. 

Should you desire further information or assistance from this Commission on 
the matter referred to in the memoranda we will be pleased to have you com- 
municate with us. 

Sincerely yours, 
Byron D. Woopsine, Director. 


MEMORANDUM 
May 16, 1955. 

To: The Commission. 

From: Byron D. Woodside, Director, Division of Corporation Finance; Robert 
A. McDowell, Director, Division of Corporate Regulation. 

Subject : International Finance Corporation. 

Recommendation: That the Treasury Department be advised that no question 
need now be raised under the statutes administered by the Commission concern- 
ing the proposed organization and presently contemplated activities of the 
International Finance Corporation. 


The executive directors of the International Bank for Reconstruction and 
Development (“bank”) have recently submitted to the members of the bank 
articles of agreement for the proposed International Finance Corporation (IFC). 
The proposed articles were submitted to the Commission by the Department of 
the Treasury for consideration in light of the acts administered by the Com- 
mission. A memorandum was prepared by the staff and previously submitted 
to the Commission, outlining the purposes of the IFC and the impact of the 
various acts administered by the Commission to the proposed organization and 
activities of IFC. 

In essence the purpose of IFC as stated in the articles is to further economic 
development by encouraging the growth of productive private enterprise in 
member countries, particularly in the less-developed areas, thus supplementing 
the activities of the bank. In carrying out this purpose the articles state 
IFC shall: 

(1) In association with private investors, assist in financing the establish- 
ment, improvement, and expansion of productive private enterprise which would 
contribute to the development of its member countries by making investments, 
without guaranty of repayment by the member government concerned, in cases 
where sufficient private capital is not available on reasonable terms; 

(2) Seek to bring together investment opportunities, domestic and foreign 
capital, and experienced management; and 

(3) Seek to stimulate, and to help create conditions conducive to, the flow of 
private capital, domestic and foreign, into productive investment in member 
countries. 

In a message to Congress dated May 2, 1955, the President stated: “I urge the 
Congress to enact promptly the legislation permitting the United States to join 
with the other free nations in organizing theh IFC—an important part of our 
foreign economic program which will further more rapid advance by free people 
everywhere as they strive to improve their material well-being.” 

The articles permit IFC “to sell its investments to private investors whenever 
it can do so on satisfactory terms’; “to invest in marketable securities as it may 
determine * * * in order to earn a return on funds not needed in its financing 
operations and to borrow funds and in that connection to furnish such collateral or 
other security therefor as it shall determine.” These powers raised questions 
under the Securities Act of 1933, the Securities Exchange Act of 1934, the Trust 
Indenture Act of 1939, and the Investment Company Act of 1940. Since the 
articles did not contain sufficient facts to resolve these problems, two conferences 
were held with officials of the bank at their request. Representatives of the bank 
were Davidson Sommers, General Counsel, and Messrs. Broches; Nurick, and 
Bateson, of the legal staff. 

At these conferences it was stated that IFC would be financed by the member 
countries of the bank in the same proportion as their interests in the bank, 
though all members may not participate. It is not anticipated that any debt 
securities or any guaranties of securities will be publicly offered by IFC in the 
United States for the foreseeable future. Insofar as portfolio securities are 
concerned, Mr. Sommers stated that the IFC might often find it appropriate to 
offer them first to the equity securities holders of the borrowers. It was not 
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presently anticipated that any public distribution would be made thereof in the 
United States. 

Mr. Sommers further stated that he understood that, while a Securities Act 
question might arise in connection with the public sale of the portfolio securities 
of IFC and more clearly with respect to other securities by the Corporation, it has 
been determined by the bank not to seek relief on behalf of the Corporation 
by way of exemption under the Securities Act. Under the circumstances, the 
staff is of the view that activities of IFC, as stated in the articles and as outlined 
by Mr. Sommers, raised no immediate problems under the Securities Act of 1933. 

With respect to the Trust Indenture Act, it is the view of the staff that the 
securities of IFC would be exempted from that act under the provisions of 
section 304 (a) (6) and section 3 (a) (2) of the Securities Act of 1933 (incorpo- 
rated in sec. 304 (a) (4) of the 1939 act). In this connection, the status of IFC 
would be similar to that of the bank and the staff believes both should be treated 
alike. The bank’s exemption under said act was recognized in Commission’s 
release No. 1 under the Bretton Woods Agreements Act. As to portfolio securities, 
this act would apply in the same manner as the Securities Act above discussed. 

Insofar as the Securities Exchange Act of 1934 is concerned, there appears to 
be no present problem thereunder, since the staff is informed that there will be 
no attempt at this time to issue and list any of the securities of IFC nor will 
any attempt be made to list the portfolio securities. Here, too, Mr. Sommers 
advised that IFC would not seek special relief from the 1934 act. 

Insofar as the Investment Company Act is concerned, it is our view that IFC, 
like the bank, does not come within the purview of the said act. The purposes 
and operations of IFC clearly distinguish it from the type of investment vehicle 
intended to be regulated under the act and in this respect. is similar to the bank, 
to which Congress granted special status under Federal law in 1945. Apart from 
the foregoing, the exception from the definition of investment company provided 
by section 3 (c) (3) to banks may be applicable to IFC, since, broadly speaking, 
it would come within the purview of the definition of the term ‘‘bank” in section 
2 (a) (5) (A). In addition, under section 3 (b) (1), IFC may be considered 
excepted from the definition of “investment company” as a company engaged in 
a business other that that of an investment company, namely, that of a lending 
agency with special governmental purpose. Attached is a memorandum which 
discusses these points in more detail. 

In the light of the foregoing, it is reeommended that a letter be forwarded to 
Treasury stating briefly the conclusions of the Commission and enclosing a copy 
of this memorandum. 


MEMORANDUM 
May 10, 1955. 
To: The Commission. 
From: Division of Corporate Regulation. 
Subject: Applicability of the Investment Company Act of 1940 to the Interna- 
tional Finance Corporation. 


CONCLUSION 


The Investment Company Act does not apply. 

We have considered the status of the International Finance Corporation in 
relation to the Investment Company Act and we believe the IFC, like the Inter- 
national Bank, does not come within the provisions of the Investment Company 
Act. In general, this conclusion is based upon the purpose and operations of 
IFC, its special juridical status under Federal law, and the purpose and provi- 
sions of the Investment Company Act. 

(1) The Investment Company Act was designed for the supervision and regu- 
lation of investment companies and investment trusts primarily engaged in the 
business of investing, reinvesting, trading, owning, or holding investment secu- 
rities. This regulation is not merely in terms of disclosure for the statute con- 
tains specific provisions regulating many of the internal! affairs of investment 
companies, their transactions with affiliated persons, methods of accounting and 
custody of assets. Furthermore, the Commission is given extensive powers under 
the Investment Company Act with respect to the activities of investment com- 
panies. For example, section 42 contains broad authorization for the conduct of 
investigations. Sections 25 and 36 authorize the Commission to bring injunc- 
tion proceedings against investment companies and their officers and directors 
under certain circumstances. Section 31 gives the Commission the right to make 
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periodic, special, and other examinations of accounts, books, and other records 
required to be maintained by investment companies. The statute is detailed and 
covers many functions and activities of investment companies in order to miti- 
gate or eliminate certain abuses found to exist in the investment company field. 

The IFC, like the World Bank, will be created under articles of agreement 
among the United States and various foreign countries which will establish its 
status, privileges, and immunities. Such status, immunities, and privileges will 
have full force and effect in the United States pursuant to Federal statute. 
Under its governing instruments thus recognized by Federal law, the archives 
of IFC will be inviolable and its officers and employees immune from legal process 
for acts performed by them in their official capacity.’ 

Such status is obviously completely inconsistent with the broad jurisdiction 
of the Commission under the Investment Company Act over the affairs of regis- 
tered investment companies. The purposes and operations of IFC, as indicated 
earlier in this memorandum, clearly distinguish it from the kind of investment 
vehicle intended to be regulated under the Investment Company Act. IFC may 
be considered to be a governmental instrumentality created as an adjunct of our 
foreign policy to help in the development of foreign countries and to further 
international trade. Its policy is to supplement private capital investment not 
to compete with it. 

In view of the sharp distinction between IFC and the kind of investment 
companies intended to be regulated under the Investment Company Act as indi- 
cated by the Commission in its investment trust study reports, as discussed in 
the hearings before Congress prior to the enactment of the Investment Company 
Act and as appears from the context of the statute, we believe that IFC is not 
the kind of organization Congress intended to subject to regulation under the 
Investment Company Act of 1940. In this respect it is similar to the Interna- 
tional Bank to which Congress granted a special status under Federal law in 
1945. Based upon its peculiar attributes as an international organization, we 
believe that IFC will not come within the meaning of “investment company” 
under section 3 (a) of the Investment Company Act if Congress grants to it the 
same status it gave to the International Bank. 

By reason of the inconsistencies between the statutory requirements of the 
Investment Company Act and the status of IFC under the proposed Federa! 
enabling legislation granting it special immunities and privileges as indicated 
above, it would seem that to the extent that the Investment Company Act might 
otherwise apply to IFC, the proposed legislation will in effect establish an 
exception to the Investment Company Act. This view is based upon the analogy 
of the general rule of statutory interpretation holding that a subsequent statute 
clearly repugnant to and inconsistent with the provisions of an earlier statute 
results in an implied repeal of the earlier statute to that extent. 

(2) Apart from the foregoing considerations the Investment Company Act 
itself contains provisions which might except IFC, as well as the Internationa! 
Bank itself, from regulation under the Investment Company Act. Assuming 
that IFC is considered to fall within the definition of section 3 (a) of the 
Investment Company Act, nevertheless it may be excepted pursuant to the 
provisions of section (8) (c) (8) as a bank. The term “bank” is defined in 
section 2 (a) (5) (A), among other definitions, as a “banking institution 
organized under the law of the United States.” IFC, like the International 
Bank, will be organized pursuant to the laws of each of the member countries 
since it is an international organization. The proposed Federal enabling legis- 
lation, insofar as the United States is concerned, may be considered to be the 
organizational law without which IFC could not operate or do business. Broadly, 
then, IFC would be a banking institution organized under the laws of the United 
States 

(3) The activities of IFC essentially will be that of making loans for reasons 
of international policy and with broad governmental purposes in view. Its 
business will not be that of investing, reinvesting, or trading in securities for 
profit in the usual sense. Hence, it may be argued that IFC does not come 
within the definition of “investment company” under section 3 (a) (1). Al- 





1In this connection it may be noted that sec. 2 (b) of the Investment Company Act 
provides that its provisions should not be applied or be deemed to include any agency. 
authority, or instrumentality of the United States, a State, or any political subdivision of 
a State, or any corporation which is wholly owned directly or indirectly by any of the 
foregoing. 

2See 82 CJS, sec. 291, and cases cited. 
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though it may own and hold investment securities within the meaning of section 
3 (a) (3) of the act, it may be considered excepted from section 3 (a) (3) 
under section 3 (b) (1) as a company engaged in a business other than that 
of an investment company; namely, that of a lending agency with a special 
governmental purpose. 

Mr. O’Hara. I think we must have in your program safeguards 
to assure world opinion that we are not seeking, in our investments, 
to assure stability of government nor to guarantee against instability 
of government. I am very much in favor of anything that will de- 
velop commerce and industry, especially of the Americas, but I do 
agree with Br. Brown that we should go slowly into the matter and 
examine it from all facets. 

Secretary Waveu. I agree with Mr. Brown that this should be 
studied very carefully, and I want to assure you that this has been 
studied very carefully by the Treasury and by the Department of 
State and the different branches of the Government for many, many 
months. This has not been presented in any precipitous manner, sir. 

Mr. Hresranp. Mr. Chairman. 

The Cuatrman. Mr. Hiestand. 

Mr. Hiesranp. Mr. Waugh, as I understand it, the other banks 
only make loans and loans are only guaranteed by the nations in- 
volved. This company would make Toans, guaranties, and supply 
equity capital without that guaranty. 

I understand why the State Department should approve the other 
idea as between governments. Do I understand you to say the State 
Department approves this matter of a company federally supported 
and organized making loans to private industry in these other coun- 
tries unguaranteed 4 

Secretary Wavuen. Let me see if I can clarify one initial statement 
that you made, sir. You said that the banks make loans. 

Mr. Hirestanp. The Export-Import Bank and International. 

Secretary Wavueu. The Export-Import Bank does not require Gov- 
ernment guaranties. Only the International Bank requires the Gov- 
ernment guaranty. 

Mr. Hresranp. I should have said that. Mostly the Export-Import 
Bank’s loans are either to governments or government-owned cor- 
porations / 

Secretary Waucu. Oh,no. They are to private industry. 

Mr. Hresranp. And are unguaranteed / 

Secretary Wauau. Yes, and General Edgerton will go into that in 
more detail. 

Mr. Htrsranp. It is contemplated, then, probably, that the com- 
pany will provide either loans or equity capital in other ways to private 
industry, rather than government-owned industries / 

Secretary W AUGH, "That is the whole purpose. Private capital does 
not want to go in where the Government has to guarantee it, because 
of the potential fear that the Government will have something to do 
with the management. 

Mr. Hiesranp. With private capital involved in this case, it finances 
private capital of other countries, not necessarily our own ? 

Secretary Waven. Not necessarily, but legally we can do it with any 
of the countries that are members. That is the point Mr. Patman 
brought out. 
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Mr. Hiesranp. It is to be presumed that most of them would be 
used to support American private capital, rather than, say, Brazilian 
or Italian ? 

Secretary Waveu. Not necessarily, sir. For example, if you were 
going to go into Brazil with a particular project, you might find some 
Brazilian capital that would take one-third; American capital, one- 
third; and the International Finance Corporation would supply one- 
third. 

Mr. Hirstanp. State Department approves that ? ; ’ 

Secretary Wavuan. Yes, sir. We think that is one way of getting 
private capital into these countries as opposed to government 
operations. 

Mr. Davinson. Will you yield? 

Mr. Hiesranp. I am through. 

Mr. Davipson. Mr. Chairman ? 

The Cuatrman. Mr. Davidson. 

Mr. Davipson. Did I understand correctly there was something 
said here by you, Mr. Secretary, or someone else, to the effect that 
private capital could invest in this International Finance Corporation ¢ 

Secretary Wauex. No. Mr. Humphrey brought that out very care- 
fully this morning. 

Mr. Davipson. There is no opportunity for that ? 

Secretary WauGcu. Not in the Corporation; no, sir. 

Mr. Parman. Aren’t you mistaken in leaving the inference like you 
did, they can buy securities and 

Secretary Wauau. I thought you were referring, Mr. Davidson, to 
the original capital. 

Mr. Davipson. In other words, you can’t be a member unless you 
area nation; is that right? 

Secretary Wavueu. That is correct. If they sell bonds on the open 
market, anybody who wants to buy the bonds can buy the bonds. 

Mr. Davipson. Bonds of the International Finance Corporation ? 

Secretary Waueu. Yes, sir. 

Mr. Davinson. The money which people pay for those bonds will 
be used in the same fashion as the money contributed by the member 
countries; is that right ? 

Secretary Waucu. That is correct. 

Mr. Davipson. For investment in foreign countries? 

Mr. Brown. Will you yield? 

Mr. Davinson. Yes. 

Mr. Brown. Who will back these bonds? 

Secretary Waucu. The plan is, of course, for them to stand on their 
own feet. 

Mr. Brown. Don’t you think you will have trouble selling such 
bonds? 

Secretary Waucu. It depends on the operation of the company, sir, 
and the manner in which it is operated. 

Mr. Parman. $100 million is a pretty good capital. 

Mr. Hresranp. It is assumed it is profitable. 

Mr. Davinson. If the public or banking fraternity can buy bonds 
‘issued by the International Finance Corporation, this is a way in 
which to get private capital into foreign countries for investment; is 
that right ? 
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Secretary Wavueu. Exactly, and the investors do not have to be 
limited to this country alone. As I said to Mr. O’Hara, anyone can 
buy the bonds. 

Mr. Davinson. The dividends which accrue to these bonds will all 
be tax exempt ? 

Secretary Waven. The interest on the bonds, I assume, will be tax 
exempt. 

Mr. Davinson. Interest, dividends. 

Secretary Waueu. My professional counsel tells me they will not 
be taxexempt. Iam getting out of my field a little. 

Mr. Davinson. I am reading from section 9: 


IMMUNITIES FROM TAXATION 


The Corporation, its assets, property, income, and its operations and transac- 
tions authorized by this agreement shall be immune from all taxation and from 
all customs duties. The Corporation shall also be immune from liability for 
collection or payment of any tax or duty. 

Is that correct ? 

Secretary Waveu. That applies to the Corporation’s income and 
assets, but not, Mr. Robinson says, to the income that an individual 
gets on its bonds. 

Mr. Daviwson. That will not be subject to taxation ? 

Secretary Wavueu. No, sir; it will be taxable. 

Mr. Mutter. Is it intended that the interest payable or earned on 
bonds and securities sold by the Corporation, that interest and earn- 
ings shall not be taxable or shall be taxable? 

Secretary Waueun. Shall be taxable. 

Mr. Parman. Earned by the individuals or earned by the corpora- 
tion owning the securities ? 

Mr. Davipson. I am a little confused about that. On subdivision 
(c)—I am referring now to bonds issued by the Corporation to in- 
dividuals of the banking fraternity. On page 21, subdivisions (c) 
of section 9, it says: 

No taxation of any kind shall be levied on any obligation or security issued 


by the Corporation (including any dividend or interest thereon) by whomso- 
ever held— 


and then it goes on to say— 


which discriminates against such obligation or security solely because it is issued 
by the Corporation. 

Mr. Mutter. You must read those limitations or the whole thing to- 
gether. If you read all of (c) together and all of (d) together, then 
you will see the inference is clear that they are not to be taxed solely 
because this Corporation issues them. 

In other words, there.shall be no discrimination against them with- 
inacountry. We can’t get a higher tax on this in the United States 
because it is issued by Corporation. I think that inference is clear. 
The language in subdivision (a) is too broad, and they may be able 
to contend that they do get tax exception because it says, “Its assets, 
property, income, its operations and transactions”—its operations 
and transactions are to borrow money and to sell securities. If the 
security is going to be sold it is the same as a municipal bond. The 
Government can’t tax a municipal bond because it is exempt. Other- 
wise we would be taxing the operation of a municipality. We may 
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need clarification. If it is the intent that the income from obliga- 
tions sold by this Corporation shall be taxable 
Secretary Wavucn. The mere fact this is brought up makes me feel 
we should have a legal opinion which we should file with you in this 
connection. I don’t want to pass on the legal aspects. We will see 
that you get a legal opinion. 
(The opinion referred to above is as follows :) 





Under section 9 (a) of the proposed articles of agreement for the IFC, the 
Corporation, its assets, property, and income, are immune from all taxation. 
This immunity is the same as that granted to the International Bank for Re- 
construction and Development, and, in substance, to other international organ- 
izations by the International Organizations Immunities Act of 1945. It clearly 
is necessary that such organizations have immunity of this kind in order to 
carry out their functions throughout their member countries. 

On the other hand, inteerst received by national and residents of the United 
States from debentures or other obligations issued or guaranteed by the IFC 
will be fully taxable in accordance with United States tax laws. Such interest 
may not be subjected, however, to discriminatory taxation, nor may interest 
payable by the Corporation be taxed by the United States on the basis that the 
Corporation is located here. Accordingly, interest paid by the Corporation to 
persons who are neither nationals nor residents of the United States will be free 
from taxation under our laws. Such provisions, which are also embodied in the 
articles of agreement of the International Bank, are likewise necessary to a 
proper functioning of international organizations of this kind. 

(The text of the provisions in question is as follows :) 


Secrion 9. IMMUNITIES FROM TAXATION 


(a) The Corporation, its assets, property, income, and its operations and 
transactions authorized by this agreement, shall be immune from all taxation 
and from all customs duties. The Corporation shall also be immune from 
liability for the collection or payment of any tax or duty. 

* * 4 % * * * 

(c) No taxation of any kind shall be levied on any obligation or security 
issued by the Corporation (including any dividend or interest thereon) by 
whomsoever held— 

(i) which discriminates against such obligation or security solely because 
it is issued by the Corporation; or 

(ii) if the sole jurisdictional basis for such taxation is the place or cur- 
rency in which it is issued, made payable or paid, or the location of any 
office or place of business maintained by the Corporation. 

(d) No taxation of any kind shall be levied on any obligation or security 
guaranteed by the Corporation (including any dividend or interest thereon) 
by whomsoever held— 

(i) which discriminates against such obligation or security solely because 
it is guaranteed by the Corporation; or 

(ii) if the sole jurisdictional basis for such taxation is the location of 
any office or place of business maintained by the Corporation. 

Mr. Davimson. I think it may require a little tightening. 

Mr. Mvtrer. I was going to suggest that for purposes of clarifica- 
tion, you might tell me if this statement is not correct: The money 
that this Corporation will use for its operations will come first from 
its capital invested by the various participating countries / 

Secretary WavcGu. Yes, sir. 

Mr. Murer. That money will be used for operating expenses and 
for lending. In addition to that, the Corporation may borrow, sell 
its own bonds or debentures or notes, and get money with which it 
can make loans; and the third source will be to sell the securities it 
receives when it makes a loan. If it makes a loan in any particular 
place, it gets a mortgage or a bond. This company then can sell that 
bond to the public or to whoever will buy it, and in that way it gets 
additional funds with which to operate ? 
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Secretary Wavucu. That is correct. 

Mr. Mutrer. You have three sources from which you get your 
operating capital. 

I believe it is intended—as a matter of fact, it says in one place, 
I believe, that “guaranty securities, in which it has invested”—the 
third category—in other words, when you take a security, a mortgage, 
or a bond from one of the borrowers, in order to sell that, you have a 
right to guarantee its payment, under subdivision (i11) of section 6 
on page 8. Now, when you get over to page 9, section 8 of the same 
article, you refer to a warning placed on the securities, and then we 
have this inconsistency. It says: 

Every security issue or guaranteed by the Corporation shall bear on its face 
a conspicuous statement to the effect that it is not an obligation of the bank or, 
unless expressly stated on the security, of any government. 

I gather the import of the last part of it. You may make some 
loans where a government is willing to guarantee it. Therefore you 
have a security guaranteed by a government. The fore part of that 
section I think is inconsistent. You have the right to guarantee 
securities in order to sell them, and then you say: 

Every security issued or guaranteed shall bear on its face a conspicuous 
statement to the effect that it is not an obligation of the bank, 

If the bank guarantees it, it must be its obligation. 

Secretary Wavueu. They bring out the point you are trying to make 
here-—this is the bank and not the corporation as such. I still think 
that your point could well be clarified, because I think any difference 
that comes up in an easy reading of this should be such that there 
wouldn’t be any question about it. I have got it marked here and will 
submit a statement. 

(The data referred to follows:) 

The IFC is authorized under article IIT, section 6 (iii), of the proposed articles 
of agreement to guarantee securities in which it has invested in order to facilitate 
their sales. Section 8 of the same article provides: 


“SecTION 8. WARNING To Be PLACED ON SECURITIES 


“Iivery security issued or guaranteed by the corporation shall bear on its face 
a conspicuous statement to the effect that it is not an obligation of the bank or, 
unless expressly stated on the security, of any government.” 

The word “bank” refers to the International Bank for Reconstruction and 
Development. The IFC will be closely affiliated with the International Bank, 
but the bank will not be liable in any way for the obligations of the IFC. To 
avoic any possibility of confusion or mistake on the part of purchasers of 
securities, it was deemed desirable to require a conspicuous indication on secu- 
rities issued or guaranteed by the IFC that they are not obligations of the bank. 

The remainder of the section is designed to preclude the possibility that pur- 
chasers of securities of the IFC might believe they were obligations of members 
of the corporation. This part of the section is substantially identical with a 
provision in the articles of agreement of the bank. 

Mr. Patrman. May I refer him to page 21 in that same connection, 
subsection (d)? It says: 

No taxation of any kind shall be levied on any obligation or security guaran- 
teed by the Corporation (including any dividend or interest thereon) by whom- 
soever held. 

Tsn’t that very plain that if the Corporation sells securities from the 
XYZ company, a foreign company, it guarantees these securities; 
then, if Mr. “X” over here in the United States, an American citizen, 
buys one, he doesn’t have to pay any tax of any kind? 
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Mr. Muurer. It doesn’t quite mean that, Mr. Patman. What it 
means is this: If the United States taxes all income at certain rates, 
then the interest and earnings and dividends on these securities must 
be taxed the same way, and if one of the participating counties has no 
income tax on dividends and interest, they cannot tax these dividends 
and interest on these securities. 

Mr. Parman. I see. 

Secretary Wavucu. The subheads cover it. 

Mr. Motrer. The difficulty we may get into is in (a), and that may 
need some clarification. 

Mr. Parman. I don’t see just exactly the logic to support the state- 
ment in here that people who work for this concern, American citi- 
zens employed, get a salary from the Corporation, and yet they don’t 
have to pay any income taxes on their salaries. How can you jus- 
tify that? If an American citizen works for a South American 
country, and he retains his citizenship, doesn’t he still have to pay an 
income tax? 

Secretary Waucu. Not if you are out of this country for a certain 
length of time. 

Mr. Patman. What do you mean? 

Secretary Wavueu. This taxation feature follows the International 
Bank plan exactly. It is copied from that word for word. 

Mr. Davinson. Isn’t it a fact that you don’t mean American citizens 
who are located here? You are referring in subsection (b) of section 
9 to those who are not local citizens, or local subjects, or other local 
nationals? 

Secretary Wavcu. No. That covers all employees. For example, 
the International Bank has probably as many foreign nationals as they 
do United States nationals working for them, and they all work 
under the same system. That would probably be the same plan here. 

Mr. Davinson. If Mr. Eugene Black was a Director or officer of this 
International Finance Corporation, and he got a salary, he wouldn’t 
have to pay any Federal income tax? 

Mr. Motrer. That isn’t what this means. 

Secretary Waven. Yes, it does. 

Mr. Parman. It is like the International Monetary Fund. 

Secretary Waven. The International Bank and fund people are free 
from domestic tax. 

Mr. Patrman. There is a gimmick to that. The employees of the 
Export-Import Bank made a voluntary contribution to the Treasury 
each year that would offset the amount of contribution. 

Secretary Wavcu. You didn’t mean the Export-Import Bank. 
You meant the World Bank and World Monetary Fund. They make 
the contribution, not the people. 

Mr. Parman. That is right. 

Mr. Motrer. Section 9, page 21 reads: 

(b) No tax shall be levied on or in respect of salaries and emoluments paid 
by the Corporation to directors, alternates, officials, or employees of the corpora- 
tion who are not local citizens, local subjects, or other local nationals. 

As I read it, I think it means that while the United States can tax 
its citizens for their salaries, we cannot tax any foreigner who may be 
here representing his country on this board. If Mr. Black is the 
Chairman of this Board or Corporation and should set up an office in 
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one of the other countries, that country can’t tax his income if he gets 
his salary or emolument here. Isn’t that what this means? 

Mr. Patrman. It says “who are not local citizens.” 

Secretary Wavucu. We are getting certainly out of my bailiwick of 
the foreign economic field. I am informed the bank pays its salary 
and pays the tax equivalent to the Government, as brought out by Mr. 
Patman, for United States citizens. 

The CuHarrmMan. Would counsel give us an opinion on that subject ? 

Secretary Wauau. Yes, sir. 

(The intormation is as follows :) 

The question of taxation on salaries of officers and employees of IFC is covered 
by article VI, section 9 (b), of the proposed articles of agreement, which reads: 

“(b) No tax shall be levied on or in respect of salaries and emoluments paid 
by the Corporation to directors, alternates, officials or employees of the Corpora- 
tion who are not local citizens, local subjects, or other local nationals.” 

This provision is identical with the one contained in the Articles of Agreement 
of the International Bank for Reconstruction and Development governing the 
taxation of the earnings of individuals employed by the bank. It is also identical 
in substance with the provisions of the International Organizations Immunities 
Act of 1945 concerning the taxation of remuneration paid to employees of in- 
ternational organizations generally. 

Accordingly, nationals of other countries employed by the IFC in the United 
States will be exempted from paying taxes on their salaries. The salaries of 
United States citizens who are employees of the IFC will be fully subject to 
our tax laws. 

The Cuarrman. Are there any further questions? 

(No response. ) 

The Cuatrman. If not, Mr. Secretary, we are glad to have your 
views. 

Secretary Wavucu. Thank you, gentlemen. 

The Cuarrman. We hope you will come again. 

Secretary Wavueu. Thank you. 

If there are any questions you want to ask later, if you would like 
to submit them, we would be glad to answer them in writing to the 
best. of our ability. 

The Cuarrman. All right. 

Mr. Clerk, call the next witness. 

Mr. Hauianan. The next witness is General Edgerton, president 
of the Export-Import Bank. 

Mr. Parman. Mr. Chairman, before that witness comes around, I 
ask consent to place in the record at the appropriate place at my 
interrogation of Mr. Humphrey this morning the New York Times 
article of April 14, 1954. 

I would Ike to put in the entire paragraph. I took one paragraph 
out. I think it better to insert the whole article. I ask consent to do 
that, Mr. Chairman. 

The Cuamman. Didn’t he comment on it ? 

Mr. Parman. He qualified it. The article is very plain, and the 
next article even plainer. It says: 

Mr. Humphrey told congressional leaders that if they wanted to leave the 
Council on the statute books it was all right with him but that he did not propose 
to go through the motions of polling the other four members on a question of 
policy involving operations of the Export-Import Bank. 

I want to put the whole article in. 

Mr. Tauie. Mr. Chairman, I think it should be stated in the record 
that Mr. Humphrey denied it. 
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Mr. Parman. I will put it in at that point, sir. It will be right 
there altogether. 
(The information is as follows:) 
[From the New York Times, April 15, 1954] 


SENATE To Stupy TRADE LOAN CURB—ADMINISTRATION ORDER GIVING WorLD BAWK 
CoNTROL Is Satip To HANDCUFF UNITED STATES SHIPPERS 





(By Charles E. Egan) 


WASHINGTON, April 14.—A Senate inquiry into orders of the National Advisory 
Council on International Monetary and Financial Problems, which are said to 
have handcuffed the lending activities of the Export-Import Bank of Washington, 
will be sought this week. 

A resolution which is expected to call for an explanation from the Council of 
its order of January, making Export-Import Bank loans for development subject 
to approval of the International Bank for Reconstruction and Development, is 
due to reach the Senate tomorrow or Monday. 

An inquiry into the agency which sets policy for the Export-Import Bank has 
been prompted by complaints from American exporters of industrial machinery, 
railroad equipment, and other heavy goods. The exporters say restrictions placed 
upon the Export-Import Bank bar it from making long-term loans and have 
brought its operations almost to a standstill. 


HUMPHREY HEADS COUNCIL 


The National Advisory Council is headed by George M. Humphrey, Secretary 
of the Treasury, an outspoken advocate of a policy giving the International Bank 
(knon as the World Bank) jurisdiction over long term development loans and 
confining the Export-Import Bank to financing of commodity transactions and 
granting of credits of around 3 years’ duration. 

Secretary Humphrey let it be known early in his tenure that he believed the 
National Advisory Council was an unnecessary adjunct of the Treasury Depart- 
ment in the formulation of this country’s international monetary and financial 
policy. 

Mr. Humphrey told congressional leaders that if they wanted to leave the 
Council on the statute books it was all right with him but that he did not propose 
te go through the motions of polling the other four members on a question of 
policy involving operations of the Export-Import Bank. 

Besides the Secretary of the Treasury, the Council is composed of the Secre- 
taries of State and Commerce, the Chairman of the Federal Reserve Board, and 
the Director of Overseas Operations. 

On January 28, at a time when a special subcommittee of the Senate’s Banking 
and Currency Committee was planning an inquiry to establish the relative fields 
in which the World Bank and the Export-Import Bank should function, the 
Council issued a statement of principles which had the force of an order. The 
document was for limited circulation among Government officials. 


STATEMENT SET POLICY 


The statement of principles according to the text of the document was in- 
tended to govern “the United States position in respect to loans by the Export- 
Import Bank of Washington and the International Bank for Reconstruction 
and Development.” The statement set out these governing rules: 

The International Bank should be the normal source of loans for develop- 
ment projects involving direct financial obligations of a member govern- 
ment or governmental agency or its guaranty of the obligations of other 
borrowers. 

The Export-Import Bank should not make loans within the purview of 
the International Bank, except in special cases such as those in which im- 
portant interests of the United States warrant departure from the general 
principle, or an additional credit is required to continue the project initially 
financed by the Export-Import Bank or a loan is for the development of 
strategic material for import into the United States. 

Loans to private United States businesses or their affiliates without gov- 
ernmental guaranty may be considered by the Export-Import Bank on their 

merits. 
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United States export credits in member countries, at the instance of United 
States suppliers, involving orders for purchase of United States equipment, 
may be considered by the Export-Import Bank on their merits if they are 
for such transactions as would not fit into the normal pattern of Interna- 
tional Bank project lending. In view of the revolving nature of the Export- 
Import Bank funds, these credits normally should be of short-to-medium 
term. 

Commodity loans to finance the export of United States commodities, 
short term in nature, may be considered by the Export-Import Bank on 
their merits. 

Loans by the Export-Import Bank in countries which are members of the 
International Bank should be coordinated with the International Bank lend- 
ing program by consultation between the two banks and due weight should 
be given to whether such loans may endanger the repayment of loans made 
by the International Bank, unduly limit its future lending in the member 
country or run counter to governmental programs or priorities on which that 
bank is planning its lending activities. 

Loans in countries not members of the International Bank, whether gov- 
ernmental or private, may be considered by the Export-Import Bank on 
their merits. 

Foreign traders object especially to the fourth and sixth paragraphs in the 
document. They say the order robs the Export-Import Bank, an institution set 
up by Congress long before the International Bank was established, of even nom- 
inal freedom of action in its lending, except with regard to countries that are 
not members of the International Bank. The only important nations outside 
the Iron Curtain bloc which are not members of the World Bank are Argentina 
and New Zealand. 


qr 


The CHarrman. General Edgerton. 


STATEMENT OF MAJ. GEN. GLEN E. EDGERTON, PRESIDENT, 
EXPORT-IMPORT BANK 


General Engerron. Mr. Chairman, my name is Glen E. Edgerton. 
Tam P resident of the Export-Import Bank. I am accompanied by 
Mr. Walter C. Sauer, a vice president of the bank. 

[havea prepared statement which, if you and the committee choose, 
I would be pleased to read. 

The Cuatrman. You may read your statement and proceed as you 
please. 

General Encerton. Mr. Chairman, gentlemen of the committee, it is 
a pleasure to appear before your committee in support of action by 
the Congress, as recommended by the President on May 2, to authorize 
United States membership in the proposed International Finance 
Corporation. 

An important element in the policy of the United States is the fur- 
thering of sound economic growth throughout the world, and particu- 
larly in the less fully dibekigel countries. Such growth makes pos- 
sible improved levels of living which fortify free social and political 
institutions. Continued and expanding development abroad, and es- 
pecially in the underdeveloped countries, increases the volume of inter- 
national trade to the mutual advantage of the United States and its 
trading partners everywhere. 

To accomplish these ends, capital must be invested abroad in ever- 
increasing amounts. Provision of such capital is and should con- 
tinue to be the function of private investors to the maximum possible 
extent. 

Public funds should not be the source of capital for international 
investment except for useful purposes for which private funds cannot 
be obtained on reasonable terms. Furthermore, public funds should 
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not be invested in forms which entail the exercise or control of mana- 
gerial functions in normal business activities. The provision of equity 
investment, therefore, should be a function of private capital. 

However, in the circumstances that exist in much of the world today, 
private capital is unable or unwilling alone to establish or expand 
foreign business enterprises to the desirable extent. Thus, some meas- 
ure of assistance from public funds is required. In many such in- 
stances the necessary public investment may constitute only a frac- 
tion of the total financing needed. For the best results, these invest- 
ments should not ordinarily entail a guaranty of repayment by the 
government of the recipient country and, in the case of a new enter- 
prise, often should not involve at the beginning a fixed and inflexible 
amortization schedule. 

Provision of financial assistance under these conditions by the Ex- 
port-Import Bank or the International Bank for Reconstruction and 
Development is not always appropriate. The Export-Import Bank 
accepts obligations of a fixed-interest nature where there is reasonable 
assurance of repayment. Investments by the International Bank 
must, under its charter, also carry governmental guaranties of repay- 
ment. For these and other reasons, neither of these institutions is 
able in all cases to provide the necessary encouragement for the invest- 
ment of risk capital. 

To fill this void, it is proposed that the International Finance Cor- 
poration be created to provide a portion of the underlying capital re- 
quired in these instances. Participation in financing by the IFC in 
this matter would encourage the investment abroad of basic equity 
capital by private interests. 

It is not intended, I believe, that the IFC would furnish funds to 
enterprises whose circumstances would permit their obtaining loans 
from the Export-Import Bank, the International Bank, or private 
sources. Rather, the IFC would make investments which would be 
in the nature of risk capital and which are not within the purview of 
the Export-Import Bank or the International Bank. 

Investment by the IFC of risk capital would not, however, be in the 
form of common or preferred stocks. The IFC would invest in ob- 
ligations without fully fixed income, or in obligations convertible, 
upon purchase by private investors, into stocks. In this way, the 
IFC would be enabled to meet the needs for public investment in a 
form which would avoid equity ownership and governmental manage- 
ment, and at the same time would provide public funds somewhat in 
the nature of risk capital. The investments of the IFC, by complet- 
ing the financing otherwise not fully available from private sources, 
would make possible the launching abroad of worthy projects in a 
manner that would promote the sale of its holdings to private investors 
as soon as the projects involved had demonstrated their soundness 
sufficiently to attract private funds. 

I recommend that the committee approve participation by the 
United States in the International Finance Corporation. 

That concludes my formal statement. 

The CHarrman. Do you have any apprehension that the IFC would 
in any way weaken the Export-Import Bank? 

General Epcrerron, No, sir; I have no such apprehension. 

The CHarrMan. They would work in entirely different areas ? 

(reneral Epcertron. I think so. 
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The Cuarrman. That is the opinion of all those connected with the 
Export-Import Bank? There is an overriding opinion about that? 

General Engerron. I am certain it is the general consensus of opin- 
ion inthe bank. I don’t think there are apprehensions in the bank, of 
any substantial magnitude, that our bank’s operation would suffer in 
any way. 

The CHatrmMan. The IFC would invest risk capital which might 
bring great returns, in which there is a greater hazard than the in- 
vestinents of the Export-Import Bank ? 

General Eperrron. That is right, sir. 

Mr. Brown, Mr. Chairman. 

The CuarrmMan. Mr. Brown. 

Mr. Brown. I notice at the top of page 2 you say: 

However, in the circumstances that exist in much of the world today, private 
capital is unable or unwilling alone to establish or expand foreign business en- 
terprises to the desirable extent. Thus, some measure of assistance from public 
funds is required. 

As risk capital, how much would be required of public money? 
What do you mean by that ? 

General Epcrerron. I mean, with currencies controlled, with trade 
between countries governed by import and export licenses, and all those 
artificial impediments to trade between countries of the world, it is 
a very poor time for private capital to take the risk that it would take 
if those measures didn’t exist. 

Mr. Brown. I read on: 

In many such instances, the necessary public investment may constitute only 
a fraction of the total financing needed. For the best results, these investments 
should not ordinarily entail a guaranty of repayment by the government of 
the recipient country * * * 

I don’t understand that. 

Doesn’t it mean you can go ahead and guarantee payment to govern- 
ment agencies / 

General Epcrerron. Yes, sir. I meant it is not wise to force every 
borrower, especially those engaged in businesses that we regard as 
appropriate to private enterprise, to seek a governmental guaranty 
in order that he might borrow money from the International Bank. 

Mr. Brown. You are going to set up a corporation along the lines 
of private enterprise, and then you are going to say, “We guarantee 
repayment by the Government” ? 

General Epcerron. I meant by that, sir, if you have to go to the local 
government and ask for its guaranty, you have introduced it in some 
measure undetermined into the management of your business. 

Mr. Brown. You say, “For the best results, these individuals should 
not,” et cetera. If that is true, it should be in the bill. Who is going 
to decide that ¢ 

General Eperrron. That is my statement. It is not necessarily cor- 
rect. It is what I believe to be correct. 

Mr. Brown. There is an inference the Government will guarantee 
payment. 

General Epcerron. I was trying to describe there, sir, the difference 
hetween the things that this Corporation and the Export-Import Bank 
Loth can do that the International Bank cannot do under its present 
charter. 
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One of the necessities of a private borrower in a foreign country 
seeking a loan from the international bank would be to secure a guar- 
anty by his government of the repayment of the loan. 

Mr. Brown. I hate to see the Export-Import Bank become involved 
in any other agency or take a stand with any other agency. 

The Cuamrman. What percentage of your loans are guaranteed by 
foreign governments, generally ? 

Mr. Brown. The percentage is quite low. I would have to do some 
research to give it accurately, but the percentage is low—1 in 5, say 
20 percent. That is a rough estimate. 

The Cuarrman. The Export-Import Bank is held in great respect 
and esteem by the Congress. I think you have done a fine job, and 
when we consider the organization of the IFC I think we will all con- 
sider whether or not it will weaken the Export-Import Bank, and 
while I agree with the general objectives sought by IFC, I am glad 
to hear you say it will not impair its influence or workings in any way. 

Mr. Wolcott? 

Mr. Wotcorr. The loans by the Export-Import Bank are made in 
dollars; is that right ? 

General Epcrerton. Yes, sir; they are made in dollars and repayable 
in dollars. 

Mr. Wotcorr. And the capital subscriptions of the International 
Finance Corporation may be either in dollars or other currency ? 

General Encrrtron. I believe they must be in United States dollars 
or gold. 

Mr. Wotcorr. The sale of securities of the International Finance 
Corporation, for example, which might be made in France, will be 
made to the International Finance Corporation in franes or dollars? 

General Epcrerron. They might be made in any manner so far as 
the charters are concerned. I assume loans made in franes would gen- 
erally be repayable in francs. 

Mr. Wotcorr. There is no assurance that we could safely convert 
dollars into foreign exchange. Every country that we know of would 
be perfectly willing to take dollars in exchange for their own currency ? 

General Epcerron. I think so. 

Mr. Woxcorr. Sometimes the agencies of the United States Govern- 
ment under the jurisdiction of the National Advisory Council, exer- 
cise control over whether these agencies of the National Government 
might want to take in exchange dollars or currency of the foreign 
country. That has never presented any problem for you? 

General Encerton. No. 

Mr. Wotcorr. But do you see a possibility in the International 
Finance Corporation that that problem might arise in the liquida- 
tion of their assets, for the purpose of creating a revolving pool for 
loan purposes ? 

General Encrertron. I don’t apprehend that their problem would be 
different in that particular from those of the International Bank now. 
They have been solved pretty well. I believe this Corporation would 
solve them about the same. 

Mr. Wotcorr. Have you sensed any—I was going to say “desire” — 
but any activity, I will say, on behalf of the International Bank to 
compete with you in the making of loans? 

General Epcerton. No, sir; generally, the fear has been expressed 
the other way, that we might furnish unfavorable competition with 
































INTERNATIONAL FINANCE CORPORATION 63 


the International Bank because of our rather broader authority than 
theirs. We have never had any objection, I believe, to any loan of 
theirs. In fact, we are very pleased to have these countries who may 
be our trading partners improve their economic situation by loans 
from the International Bank. 

Mr. Wo.corr. The loans made by the International Bank, although 
they are called loans for the purpose of strengthening the economy of 
the participating country, are primarily for the purpose of stabilizing 
their economy as a means of stabilizing their country; is that right? 

General Epcerton. I think so; yes, sir. I would say that, taking 
the whole charter of the bank in its entirety, that the International 
Bank was set up among these governments to aid the governments 
in the development of their economies by making loans. 

Mr. Wotcorr. With respect to certain South American loans, have 
you sensed any competition between the Export-Import Bank and 
the International Bank? 

General Epcrerron. No, sir; I don’t think I have. As I say, the 
loans that are well in the field of the International Bank, and that it 
is prepared to consider favorably, we are quite pleased to have it make. 

Mr. Wotcorr. If there isn’t any competition between the Export- 
Import Bank and the International Bank, of course there shouldn't 
be any competition between the International Bank and the Export- 
Import Bank and the International Finance Corporation, so an 
amendment to this organic bill providing that there shouldn’t be com- 
petitition wouldn’t be objectionable, would it? It would not be ob- 
jectionable, would it? 

General Encerron. No; I think not. The fields in which we could 
operate do overlap, and there is the possibility of competition. It 
requires some coordination, which, I think, has generally been pretty 
well maintained. 

Mr. Worcorr. Do you feel also that there might not be any objec- 
tion to declare in this act that the American directors on the Inter- 
national Bank—directors of the United States—would likewise be 
encouraged to veto loans, as they have a right to do, I believe, which 
might be considered in competition with our Export-Import Bank 
or the International Finance Corporation ? 

General Encrrton. I think, generally, that in an operation of this 
kind it is desirable to have a rather wide latitude and not have too 
many rules prescribed to govern the action in circumstances not yet 
disclosed. That has been one of the great assets of the Export-Import 
Bank. It has a broad charter and directs its activities to serve objec- 
tives well prescribed and within the limitations established. So while 
I am entirely in sympathy with the objectives of the suggestion just 
made, and some others I have heard, I am a little doubtful about the 
desirability of writing too strict provisions into the law, because there 
are of necessity unforseeable circumstances in connection with almost 
every transaction of this kind. 

Mr. Worcorr. I was prompted to ask those questions because I 
would like a clarification of the powers and duties and prerogatives 
of the NAC. 

Have you found in the NAC any activity which might be inter- 
preted as administrative in their functions ? | 

General E1errron. Administrative ? 

Mr. Wotcorr. Administrative. 
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General Epvcerton. No, sir. It is a coordinating agency. It in- 
quires quite meticulously about some of the matters on which it 1s 
called upon to pass. 

Mr. Wo corr. In the operation of any of these acts—I suppose you 
might say primarily the Export-Import Bank—do you feel or do you 
know from your contacts with the NAC that they feel that they have 
veto power over any of your actions? 

General Epecrerron. I didn’t hear that. 

Mr. Wotcorr. Could they stop a loan, say, made by you, other than 
by advising against making the loan ? 

General Epcerron. Yes. They could advise us that in their opinion 
this loan should not be made because of some reasons stated, and I 
think it would be necessary for us to abide by that decision. 

Mr. Wotcorr. Would it be necessary for you to abide by the deci- 
sion # 

General Epncerton. I think so; yes. 

Mr. Woxcorr. Where is that in law? 

General Engerron. Well, the power to coordinate is a little difficult 
to define, I must say 

Mr. Wotcorr. They have the power to coordinate so long as the 
coordination can be done through the advisory powers of the Council 

General Epererron. I don’t know exactly how to define the power to 
coordinate, but I suppose it would involve in a proper case a power 
to say to this agency, “That loan you shouldn’t make. That perhaps 
should be made by some other agency.” 

I don’t think the power of coordination would go so far as to say 
to this agency, “ You must make the loan,” but I should think it might 
go so far as to say that “the loan which we believe should be made 
by the agency on my left hand should not be made by the one on my 
right.” 

I admit that is quite a question. 

Mr. Wotcorr. Of course, the Board would respect their right ? 

General Encgerton. That is right. That is a better statement of the 
position I stated. 

Mr. Wotcorr. They would consider your advice if they thought 
you were wrong? 

General Enerrton. If we thought they were wrong we would say 
so to them, and express the reasons. 

Mr. Wo.corr. You might reconcile the area of differences? 

General Epcerron. That is correct. 

Mr. Woxcorr. There was a case in South America a couple of years 
ago where the State Department and the Treasury—well, I guess I 
will remain silent. 

The Cuarrman. I didn’t hear that completely. 

Mr. Woxcorr. When we set up the NAC I was very much opposed 
to having representatives of the State Department in the NAC be- 
cause I was afraid we might be a little under their influence in 
diplomacy, and it has been borne out since that time. 

Is there any objection to writing in the law that the agencies, under 
the advice of the NAC, would not be in competition? It would be 
merely a legislative declaration of policy for the guidance of the 
NAC. 


General Encerron. I woudn’t see any objection to that. 
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Mr. Davinson. If the gentleman will yield? 

Mr. Wo corr. Yes. 

Mr. Davinson. I am wondering, Mr. Edgerton, whether you would 
favor having the IFC exempt from any influence whatsoever of the 
NAC? 

General Epcerron. No; I don’t believe I would. 

Mr. Davinson. You would have some objection to that? 

General Epcerron. I believe it would be better to have the NAC 
in the picture. 

Mr. Davinson. You would strongly object to the NAC being left 
out ? 

Why is it, then, that Secretary Humphrey, our Secretary of the 
Treasury, was reported in the New York Times on April 15 of 1954 
as having stated the following, and I understand Mr. Humphrey heads 
the National Advisory Council—he said: “Let it be known”—I am 
quoting the article— 

Secretary Humphrey let it be known early in his tenure that he believed the 
NAC was an unnecessary adjunct of the Treasury Department in the formulation 


of this country’s monetary and financial policy. Mr. Humphrey told congres- 
sional leaders— 


and that included this committee last year— 


That if they wanted to leave the statute on the statute books it was all right with 
him, but he did not propose to go through with the motions of polling the other 
four members on the question of operation of the Export-Import Bank. 

Apparently Secretary Humphrey didn’t have a very high regard 
for the National Advisory Council. Was that by reason of the fact 
that there was a great deal of criticism just about that time by ex- 
porters who claimed that restrictions imposed by the National Ad- 
visory Council were limiting the sphere of service and opportunity for 
service of the Export-Import Bank ? 

Mr. Parman. Mr. Chairman, since I asked Mr. Humphrey that 
question I think in fairness to him it should be stated that he said 
he was not responsible for what was printed in the newspapers. 

I asked him that. 

Mr. Davipson. I didn’t know that, Mr. Patman. 

It is a fact, is it not—we will accept the Secretary's statement on 
that, but it is a fact that the activities of the Export-Import Bank have 
been sharply curtailed in the last 2 or 3 years! 

General Eperrton. Well, no, not exactly. 

Mr. Davinson. I have some figures before me which show that for 
the years 1947 down through 1952 your annual average rate of lending 
was in the neighborhood of $214 million; right ? 

General Epgerron. I expect so; yes, sir. 

Mr. Davivson. How much has been loaned by the Export-Import 
sank for development and reconstruction loans in 1953, 1954, and 
1955 ¢ 

General Epcerron. Well, I don’t have those figures here, but much 
iess than the average for the preceding years, and less than the average 
for the last year or so, but I don’t think that is properly attributable to 
external curtailment. 

Actually, the loans by the bank are not self-generated. They are 
brought in by applications of prospective borrowers and do not origi- 
nate in the bank. The fluctuations in volume are affected by public 
attitudes, or general economic circumstances. 
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Mr. Parman. Mr. Chairman, we are going to have to go to the floor 
inaminute. I did want to ask Mr. Edgerton 2 or 3 questions, if I may. 

Are you through, Mr. Wolcott ? 

Mr. Wotcorr. Yes. 

Mr. Parman. One question, General Edgerton : 

These 54 nations that are subscribers will be represented by this cor- 
poration and will serve all of these 54 nations? 

General Enererron. I think it has the right to serve all or any one 
of them. 

Mr. Patman. That qualifies under the declaration of policy and 
under the provisions of the bill? 

General Encerton. That is right. 

Mr. Parman. Now, then, if someone in the United States qualified, 
that applicant would have just as much right for favorable consid- 
eration as any one of the other foreign countries, wouldn’t it? 

General Epcertron. I suppose so. 

Mr. Parman. That is the way you construe the intent of the legis- 
lation, that all of them will be on an equal basis? They would have 
equality of opportunity under similar like circumstances ? 

General Epererron. [ would see no reason to make any other inter- 
pretation. 

Mr. Parman. Since you are head of the Export-Import Bank, what 
would you do with an application that should come, say, from the State 
of Texas where they badly need cement, and they have a great shortage 
of cement down there, and they make an application to you—the 
Export-Import Bank—and state, “We are going to export 51 percent 
of thiscement.” Would you be in a position to consider an application 
like that ? 

General Encerton. No; I don’t think we would. 

Mr. Parman. Why wouldn’t you? You represent the United States, 
too, don’t you? 

General Epererton. Yes, of course, but I represent it in accordance 
with the Export-Import Bank Act of 1945. 

Mr. Parman. What would exclude it? It is for export and import, 
isn’t it ? 

General Enererron. Yes, it is for export. It would be alleged to 
be for export, but actually our charter is to aid in financing and 
facilitating the exports and imports and the exchange of commodi- 
ties. I would say that it was a rather remote case in which we would 
finance the construction of such a cement plant in the hope or expecta- 
tion that a portion of its products would be exported. 

Mr. Patrman. Suppose they got all their raw materials from a 
foreign country, and this foreign country needed to sell these raw 
materials to help them in their balance of trade. Don’t you think that 
would make them qualify ? 

General Eperrton. That is the type, on principle, that would 
qualify. 

Mr. Parman. In other words, we use a lot of manganese in this 
country. We need it. Suppose that we were to get manganese over 
here to beneficiate and we wanted to put in a plant to beneficiate that 
manganese. You wouldn’t make a loan to this plant for that purpose, 
would you? 

General Epcerton. No; we would make the loan to the suppli¢r who 
presumably needed dollars for the procurement of United States sup- 
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plies, or services, to install his production facilities, for the produc- 
tion of manganese to be shipped to the United States. 

Mr. Patman. Have you ever made any loans within the United 
States for production purposes? 

General Epcerron. I don’t think so. 

Mr. Parman. Have you had any applications? 

General Enerrron. I expect we have had some applications, but I 
don’t know for sure. 

Mr. Parman. You have made all your loans outside? 

General Epererton. That is correct. 

Mr. Parman. Are you reassured with the firm assurances given this 
committee this morning by Secretary Humphrey that the IFC would 
not consider loan applications which the Export-Import Bank is 
empowered to make? 

Guana Edgerton. Yes. I don’t feel very much worried about it 
anyway. I think that the loans that we would be prepared to make 
would be made on rather desirable terms. Our customers like our 
loans as a rule, and I don’t apprehend there would be any likelihood 
of conflict. 

Furthermore, as has been expressed clearly a number of times, there 
is no exception that they would make loans of the type either the 
International or Export-Import Bank would make. 

Mr. Parman. You don’t contemplate any competition between the 
two agencies ? 

General Epgerron. No. I don’t contemplate any. 

Mr. Parman. This doesn’t strike you that while this advisory board 
has the power to strengthen one and weaken the other that it is possible 
it might accidentally strengthen the IFC and weaken the Export- 
Import Bank? 

General Encerton. Well, I would not say the possibility doesn’t 
exist, but I don’t apprehend it is very likely, no. 

Mr. Parman. This morning the Secretary of the Treasury stated 
categorically that the IFC would not in any case compete with, but 
would supplement the activities of the Export-Import Bank. The 
Secretary stated by way of example that a borrower might otherwise 
be eligible for an Export-Import Bank loan, but might lack some 
equity capital which the Export-Import Bank couldn’t advance, and 
that in such a case the Export-Import Bank could send the applicant 
over to the IFC, which could supply the lacking additional equity 
capital. 

Tow would this work? In such a case would the IFC have to agree 
to make the equity capital available, send the applicant back to the 
Export-Import Bank for the other part of the credit, or would the 
IFC make both parts of the loan ? 

Alternately, wouldn’t it be better in such a case for the Export- 
Import Bank to give the applicant a commitment for an Export- 
Import Bank loan subject to the applicant raising a specified amount 
of additional equity capital from the IFC or other sources? 

General Epcrrton. Well, that is a long question, sir. 

Mr. Parman. Yes, sir. It is 2 or 3 questions involved, but I think 
basically you understand what I am driving at. 

General Eperrron. I think I do. I don’t think there would likely 
be such direct sending back and forth as that question visualizes. 
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I assume that a man who had a good case for a loan by the Export- 
Import Bank is pretty likely to make the application there. If he 
found that, as he would very likely find, that we didn’t think that we 
would be willing to cover any loan, the percentage of the total invest- 
ment that he was applying for, we would tell him “Well, perhaps if 
you had, say, about 60 percent of the total cost of your project in 
equity or other funds we might be willing to lend you 40 percent or 
50.” Then he would be under the necessity of seeking more equity 
or other junior capital. Perhaps he would try first of all his own 
banking connections, or some investor that he knows. Failing that, 
he might have heard about the International Finance Corporation, 
and go there, to seek to sell them, perhaps, as we have pictured here 
several times, convertible debentures, subordinated to the primary 
loan. 

Mr. Parman. If you are satisfied with the answer, it satisfies me, 
but one other question, and I will be through: 

Now, these debentures you speak of, and these securities can be 
sold in the open market. Will they be eligible for sale to and eligible 
for purchase by the Open Market Committee of the Federal Reserve 
System ? 

General Epeerron. I just don’t know the answer to that. 

Mr. Parman. Will they be eligible for purchase by the Treasury in 
any form or from any fund, trust, or otherwise? 

General Epcerron. Again, I don’t know, but I don’t think so. 

Mr. Parman. You don’t think so? 

General Epgerron. No. I think they would be for distribution on 
whatever market you could find for them, whatever commercial 
market. 

Mr. Parman. The Open Market Committee of the Federal Reserve 
System has tremendous power to buy and sell securities, including even 
State securities and securities of political subdivisions. I don’t know 
why they wouldn’t be eligible. 

General Encerron. I don’t know. 

Mr. Parman. I will take your word for it. 

The Carman. Are there any further questions / 

Mr. Mcuurer. Yes, Mr. Chairman. 

Mr. Berrs. I have a question. 

The Cuarrman. They have asked us to be on the floor. The appro- 
priation bill is being considered there. I think we should be there. 

Mr. Muurer. May we ask him to come back again / 

The Cuarrman. Let us see if we can get through now. 

Mr. Murer. Do you want to take it, Mr. Betts? 

Mr. Berrs. Just a brief question to see if I understand this. 

Here are the articles of agreement. That comes into being when the 
Board of Governors adopt it / 

General Epgrrron. I can’t quite hear what you say, sir. 

Mr. Berrs. I say, here are the articles of agreement of the IFC. 
That comes into being when the Board of Governors adopt it; is that 
right? 

General Epcerron. I believe when the necessary number of coun- 
tries subscribe to the agreement. 

Mr. Berrs. It is in the articles of agreement, where the provision 
appears exempting salaries of employees from taxation; isn’t that 
right ¢ 
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General Everrron. I think so. 

Mr. Berrs. There is nothing in the statute which exempts them, is 
there ¢ 

General Epcrerron. I am not the best witness to answer that. 

Mr. Berrs. We are delegating them to a Board of Governors of the 
International Bank, with authority to enact legislation; isn’t that 
right ¢ 

General Epererron. I don’t think so. I think that is just an ex- 
pression of what they would like to have, what they expect to have. 
They have to conform to the laws of the countries in which they do 
business, and they would desire, in the matter of taxation, of salaries 
of employees, that the country in which the corporation residence 
wouldn't tax the foreign employees. 

Mr. Muurer. May I ask right there, isn’t it a fact that these articles 
have already been deposited in the archives of the International Bank 
for Reconstruction and Development ? 

General Eperrron. Perhaps I am not answering the question I 
thought I was then. 

Will you say that again? I am not hard of hearing, but for some 
reason I don’t hear well in this room. 

Mr. Murer. The acoustics here are not too good. 

Articles of agreement of the IFC, I believe, have already been filed. 
These very articles have already been filed in the archives or deposited 
in the archives of the International Bank for Reconstruction and De- 
velopment. If we enact this bill, then it will authorize us to join this 
agreement and this will be the agreement that all these countries will 
be bound by. 

Mr. Berrs. That is right. 

General Encerton. That is right. 

Mr. Berrs. But the Board of Governors have to adopt the agree- 
ment first, don’t they ¢ 

Mr. Murer. I think we are doing it the other way. 

Mr. Berrs. The Board of Governors could amend it. 

Mr. Murer. Only in the manner in which it is set forth. There is 
provision for amendment in article 7 on page 43. 

Mr. Berrs. That is right. It says “By agreement of the Board of 
Directors.” 

It just seems to me we were delegating to an international board 
authority to make rules which might contravene the statute law of 
the United States. 

General Epcertron. I am a poor witness to answer this question. I 
don’t believe there is anything serious to be apprehended on that score. 
They can make the rules for the government of the Corporation within 
its charter, and can amend the bylaws that they make, but they can- 
not depart substantially from the provisions of the charter. 

Mr. Wotcorr. Section 3 on page 44, the very last section, has some- 
thing to do with that. 

Mr. Berrs. I am not satisfied yet that that can be done. I won’t 
pursue it further. 

Mr. Mutrar. This gets into that famous Bricker amendment argu- 
ment. 

This will be in the nature of an executive agreement binding on our 
Government, except that both Houses of Congress will actually ap- 
prove this agreement before it becomes effective. 
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Mr. McDonoucn. And thereby pass an exemption to the Internal 
Revenue Code. 

Mr. Mutter. I think you will find that the exemption written in 
here, the tax exemption written into this law, is in accordance with 
existing law. We do not tax the income of representatives of foreign 
governments, even though they are living here and earning that income 
here, if it is income derived in connection with services rendered in 
representing their foreign government. 

After you set up this Corporation, the foreign governments will 
send some of their peiliannalotliclis acting as employees, or directors, 
or officers of this Corporation. They are in effect working for their 
own country. They are working for this Corporation which is set 
up by all of the countries, but in effect they are representing their own 
country. 

It would be the same as if they sent a diplomat here. We wouldn't 
tax that diplomat’s salary. We can’t. 

Mr. Berrs. Assume this weren’t in the articles of agreement about 
the taxation. Then the Board of Governors under authority of agree- 
ment could amend it and include it after we approved the articles of 
agreement; is that right? 

Mr. Mutter. It is conceivable they might. I think on a matter of 
such basic policy I doubt that they would. 

Mr. Berts. It is possible that they could by an amendment pass on 
a provision that would contravene the statute law of the United States. 
Isn’t that right ? 

Mr. Mutter. I think that is possible; if that did happen, as to basic 
policy, and was contrary to our basic policy, I think our country would 
then withdraw from the agreement in accordance with the provisions 
permitting its withdrawal. 

Mr. Berrts. But there is nothing that would require it. 

Mr. Mutrer. No. 

The Cuamman. As far as taxation is concerned, we have followed 
the precedent of the International Bank. 

Mr. Mutrer. That is correct. 

The Cuarrman. That has been the customary practice, I think, in 
all of these international organizations. 

Mr. Muurer. It has been customary. 

Mr. Chairman, just a few questions if Mr. Betts is through. 

Mr. Berrs. Yes. 

Mr. Mutrer. I am going to direct myself again to the question of 
the National Advisory Council. I am giving you full credit for the 
representations made to us that there is going to be no attempt on the 
part of this new Corporation to invade the sphere of activity of the 
Export-Import Bank, but is it not a fact that presently the Export- 
Import Bank is making only short-term loans ? 

General Epeerron. That is not correct; no, sir. 

Mr. Muurer. You are continuing to make long-term loans? 

General Epngerton. Yes, sir. 

Mr. Murer. Wasn't there a directive issued by the National Ad- 
visory Council in January of 1954 directing the Export-Import Bank 
not to make long-term loans / 

General Encrrron. No, sir. I know the directive to which you 
refer, but that isn’t a good interpretation of it. We have not been 
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restricted in respect to the length of the loan. We have always taken 
the view that the length of a loan is related to the purpose for which 
it is to be made. The directive that you refer to had a statement to 
emphasize the eminence of the International Bank in the governmental 
development loans, and it indicated that it would be the primary source 
of loans of a governmental character for development in the member 
countries, but with the proviso that even such loans would be made by 
the Export-Import Bank when they were in the special interest of the 
United States to have them so made. 

Mr. Muurer. How soon will your next report of your bank be ready @ 

General Epcrerron. It should be ready in about 3 weeks. That is, 
the semiannual report. 

Mr. Mutrer. Could you in the meantime furnish to this committee 
a list of your development and reconstruction loans that have been 
made since January of 1953? 

General Engrerton. Yes, sir. 

Mr. Mvctrer. When that comes in may it be incorporated in the 
record ? 

General Epcerron. We could put it in the record. I couldn’t give 
it to you from the data I have here. 

(The information is as follows :) 
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Date of | 


appli- 
cation 


1- 2-53 


4-27-53 
10- 2- 
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_ Export- ‘Import Bank of W ashington—Stateme nt of develop 


Country and 
obligor (names of guar- 
antors are shown in 
parentheses) 





Mexico, Mexican Gulf 


Sulphur Co. a? Mexi- | 


can Sulphur Co., 
Mexico, C ia. 
nandez, 8. A. 
Brazil, Companhia Brasile- 
ira de Estireno. 


S.A. 
Mi inera Fer- 


South Africa, various min- 


ing companies, unallotted. 
52} Peru, Marcona Mining Co 


7-28-53} Ecuador, Republic of Ecua- 


10-27-53 


on 
1-10-53| 


12-17-53 


| Bolivi ia, 


| 


6-29-53) 
1-12-53} 


4-20-54) 


3-31 


53) 


5-24-54| 


7- 1-54 
4-28-54 
10- 1-54 
7-18-52 
10-11-54 
5- 5-54 
1-22-55 
8-10-54 


11-22-54 


3-14-53 


12-15-54 


This statement is furnished at the request of the committee for “ 
loans which have been made since January of 1953.’ 
iddition to ‘ 


In : 


dor. 

Corp. Boliviana 
de Fomento (Republic of 
Bolivia). 

Mexico, Cia. 

nandez, 8. J 

Mexico, Mexican Gulf Sul- 
phur Co. 
Sulphur Co., 8. / 

New Zealand, Govern- 
ment of New Zealand. 


Minera Fer- 


Cuba, Cuban Electric Co- 

Afghanistan, Royal Gov- 

ernment of Afghanistan. 

Mexico, Pan American Sul- 

phur Co. and Gulf Sul- 

phur Cia. de Mexico, 
A. 


Mat. a Municipality of 
Quito (Republic of Ecua- 
dor). 

South Africa, various min- 
ing companies unallotted. 

Paraguay, Republic of 
Paraguay. 

Turkey, Republic of Tur- 
key. 


Iran, Government of Iran 
Peru, Southern Peru Cop- 
per Corp. 


and Mexican 
; 


primary 


| 


T urke y, Republic of Tur- 
ey. 
Liberia, Republic of Li- 
beria. | 
Mexico, Cia. Minera Fer- 


nandez, 8. A. 


Argentina, Sociedad Mixta 


Siderurgia Argentina. 
Bolivia, Corp. Boliviana 
de Fomento. 


Haiti, Republic of Haiti___- 


Italy, Instituto Mobiliare 
Italiano (Republic of 
Italy), unallotted. 

Ecuador, Republic of 
Ecuador. 

Paraguay, Republic of 
Paraguay. 

Brazil, Cia. Vale do Rio 
Doce, S. A. 


Total development 
loans. 
Add increases in authoriza- 
tions for capitalized in- 
terest. 


Grand total, develop- 


ment loans. 


‘development loans”’ 








EEE EET eee eee ieee 
Credits authorized 
Commodity or purpose | CC a 
Cred- (names of exporters par- | tation ¥ 
it ticipating in extension | ee 
No. of credit are shown in | Setions 
| parentheses) Date | Amount | P/rations 
i 
| 
| | 
494) Finaucingerection of sulfur | 5-53 $1, 567, 500. 00) " 
plant. } 
' 
505| Production of manganese | 4-23-53 105, 000. 00 - 
concentrates. | 
544) Styrene (basic plastic 6- 3-53! 2, 500, 000. 00 ‘ 
materials) plant. 
| } 
498) Mining equipment, ma- | 6-17-53/30, 000, 000. 00 
terials and services. | 
548) Development of iron ore | 7-15-53! 2, 500, 000. 00\$1, 500, 000} 
deposits. 
432} Highway construction .| 9-16-53 2, 280, 000. 00 f 
467; Highway construction |10-28-53) 2, 400, 000.00 | 
equipment and services. | 
| 
a | Production of manganese |10-28-53' 135, 000. 00 | 
concentrates. 
494) Financing erection of sul- |12- 3-53) 530, 000. 00 
| fur plant. | 
556! Materials, equipment, and | 2-11-54 16, 000, 000. 00 } 
| services for lumber, 
| pulp, and paper project. 
493) Electrical machinery 3-11-54) 12, 000, 000. 00 
558} Helmand River Valley | 4-20-5418, 500,000. 00 | 
development. | | 
516) Sulfur plant-. 6- 954) = 750,000. 00 
328; Water supply system 6-28-54) 3, 650, 000. 00 
198' Mining equipment, ma- | 7-22-54 34, 000, 000. 00 
terials and services. 
570, Asuncion water supply | 9- 2-54) 7, 000, 000. 00 
system. 
576) Equip., storage and han- /11- 4-54) 4, 235, 000. 00 
dling of grain (Colom- 
bian Steel Tank Co | 
577| Economic development ll- 4-54 53, 000, 000. 00 
947, Toquepala copper project_|11- 4-54 100,000,000.00 
407-R| State seaways and harbors. | 11-19-54 500, 000. 00 
596, Highway construction | 1-20-55/15, 000, 000. 00 
projects. 
505| Production of manganese | 3- 4-55 60, 000. 00 5, 000 
concentrates 
626' Construction steel mill 3-10-55/60, 000, 000. 00 
645} Cochabamba-Santa Cruz- | 3-31-55, 4, 700, 000. 00 
| Montero Highway. 
457| Irrigation and agricultural | 4-15-55) 7, 000, 000. 00 | 
development. } 
662) United States materials, | 4-21-55 20, 000, 000. 00} 
equipment and services. 
432, Highway construction 5-16-55) 2, 700, 000. 00 
691 Asuncion Airport 6- 9-55 700, 00. 00 
694 Expansion of mining and | 6-16-55! 3, 920, 000. 00 


shipping facilities. 





405,732,500.00 


4,884,965.5 


410,617,465.57 


1, 505, 000 


1, 505, 000 


a list of development and reconstruction 
No reconstruction loans were made within that period 
of $411 million, exporter loans for the same period totaled $858 million. 
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ment loans authorized Jan. 1, 1953, to June 30, 1955, inclusive * 





: - . ee 











' 
= 
| oe = Amount disbursed | 
SE Sees a ee 7 il 
| | Principal | Principal r eaten 
| | By com- | repaid on | outstanding | heed Repayment terms 
{ . . rcial | loans onloans } 
Expiry) By Exim- a tis “oe | cent | 
Amount | date bank banks at | 
| EIB 
} | risk } 
vee eros | eee Se ae |S a een rae See eee ferns | ee 7 
$1, 567, 500. 00 - $1, 567,500.00) 5 | 8S. A. 12-31-55 to 6-30-59. 
{ 
a eae ; | : 105, 000, 00, : 105,000.00} 5 | 9S. A. 6-30-54 to 6-30-58. 
$2, 410, 000. 00) 12-31- 57 90, 000. 00 = 90,000.00) 55%! 18 installments beginning 
| 12-1-57, next 17 due 
S. A. 3-1-58 to 3-1-66. 
2, 965, 135. 46) 12-31-55) 27, 034, 864. 54! 27, 034, 864.54; 4 40 quarters. 
, fee 1, 000, 000. 00 | $400, 000. 00 600, 000. 00 6 5 8. A. 7-15-54 to 7-15-56. 
| 
280, 000. 00| etal 2, 000, 000. 00 45, 672.18) 1, 954, 327. 82 5 Quarterly, 15 years. 
| 2, 400, 000. 00 70, 596. 00) 2,329, 404.00} 314] 34S. A. 1-15-55 to 7-15-71. 
Shien Siete’ |- : 135, 000. 00) 135, 000.00| 5 | 9S. A. 630-54 to 6-30-59. 
sou wehealasles 530, 000. 00) 530, 000. 00 5 8S. A. 12-31-55 to 6-30-59, 
| | | 
|16, 000, 000. 00) 6-30-56) .__.,- ; veeceok 434) 20S. A. 11-15-56 to 5-15-66, 
| | | 


, 000, 000, 00 5 40S. A. 12-15-56 to 6-15-76. 


| 
| 
, 300, 000. 00 449) 36S. A. 10-20-58 tolM4-20-76. 


8, 000, 000. 00) 6-15-56! 4, 000, 000. 00 
117, 200, 000. 00'12-31-57! 1, 300, 000. 00 


— 


750, 000. 00 ‘ 750, 000. 00 5 12S. A. 8-10-55 to 2-10-41. 


| 2, 280, 000. 00! 1- 1-57) 1, 370, 000. 0 38, 690. 00} 1, 331,310.00) 414) 60 quarters beginning 3 


| months from date of 
| note. 


134, 000, OOO. 00) 12-31-55) _ _ - : 4 40 quarters. 
7, 000, 000. 00) 6-15-58 r 5 40 S. A. 6-15-59 to 12-15- 
78. 
4, 235, 000. 00) 3-31-56 . 444,10 S. A. beginning 6 


months after delivery 


} date. 
53, 000, 000, 00) - - saat ae 2 : To be determined. 
100,000,000.00) 6 | 30S. A. beginning 5 years 


} after start of project 
|  §00, 000. 00) 3- 1-56 


15, 000, 000, 00) 6-30-58 . 4%! 35 S. A. within 20 vears 
| from date of notes 
SE Fe eel 55, 000. 00 55, 000. 00 5 Demand. 
| 
160, 000, 000. 00) 6-30-58 f 5 36S. A. 12-31-59 to 6-30- 
| 76. 
| 4, 700, 000. 00) 12-31-57 ; 434| 34S. A. 6-30-58 to 12-31- 
} | 74. 

6, 480, 147. 58 | 12-31-57 519, 852. 42 519, 852. 42 4% 36 8 . A. 9-16-59 to 3-16-76 

| 


20, 000, 000. 00! 12-31-56 


| 


Not to exceed 10 years. 


| 2, 700, 000. 0012-31-56 


60 quarters from date of 
' 


| hotes, 
700, 000. 00) 8-30-56 : 458) 10S. A. 11-15-56 to 5-15-41. 
wl 
3, 920, 000. 00) 6-30-56 : ae 5 18 S. A. begin not later 
than 12-15-56. 
361,370,283.04) ...-|42, 857, 216. 96 554, 958. 18 42, 302, 258. 78 
| | | 
4, 884, 965. 57 4, S84, 965. 57 
| he 
361,370,283.04 47, 742, 182. 53 554, 958. 18/47, 187, 224. 35 


During this same period, $93 million of individual credits have been allocated under previ iously authorized 
credits. 
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Mr. Mutrer. Will you indicate when those loans were initiated, 
and when negotiation was consummated and agreements made, and 
when moneys were advanced ? 

General Epcerton. When the loans were approved ? 

Mr. Mutrer. The date the application was filed, date of approval, 
and amount of loan, and how much has been disbursed in accordance 
with the approval. 

General Encerton. We will do that. 

Mr. Mutrer. One other subject, Mr. Chairman, and I will try to 
be very brief. 

Has it been the policy of the Export-Import Bank to require that 
the funds that it lends to borrowers be used for the purchase of 
United States goods ? 

General Epgerron. Yes, sir. 

Mr. Motrer. And you think that is good policy ? 

General Eperrtron. Yes; it is in accordance with the act. 

Mr. Mutter. Should there be some simpler provision put into this 
new act requiring that some percentage of the loans be made for the 
purchase of American goods? 

General Encrrron. I wouldn’t recommend that, no. I think, fall- 
ing back on the remark I made a while ago, I think that in a business 
of this kind the attempt to prescribe too much in advance is crippling 
and likely to defeat some of the objectives of the business, itself. 

Mr. Mutter. Will the National Advisory Council have considerable 
to say in the making of policy of this new organization ? 

General Epcrrton. Yes; obviously they don’t control the organi- 
zation; they don’t coordinate it like they do, for instance, the activi- 
ties of the Export-Import Bank, and the Foreign Operations Adminis- 
tration, which are United States agencies, but they advise the 
American governor what position he should take in respect to any 
important matters, and, of course, the representative of a 35-percent 
stockholder is potent. 

Mr. Murer. It was my recollection that the Export-Import Bank 
Act set forth the powers and duties of the Board that control the 
Export-Import Bank, and that the National Advisory Council was 
to be just that, an advisory council. In practice, however, the Na- 
tional Advisory Council’s advice is a directive, which the Export- 
Import Bank follows as to policy; am I not right? 

General Epcrerron. That is pretty near right. There was a change 
in the application of the language of the Bretton Woods Act for a 
period during which the bank was a corporation, that had no board 
of directors. There was a slight change in the language describing 
the relations of the National Advisory Council to the bank. That 
change was eliminated in the act of last August, which restored the 
Board of Directors and reestablished the language of the Bretton 
Woods Act, which establishes the duties of the National Advisory 
Council. But it has the authority, indeed the duty, to coordinate 
these lending matters, and it is a little difficult, to be sure, precisely, 
as I stated a while ago, where the authority to coordinate begins and 
ends. It is certainly working in the same general interest as the 
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agencies it coordinates. It is an entirely American institution, and 
it must have generally about the same objective as the coordinated 
agencies. So I would assume on principle that the likelihood of their 
making grave errors, or taking actions highly objectionable and detri- 
mental to one of these governmental agencies, is somewhat remote, 
although judgments might differ as to what it is wise to do. 

Mr. Mcvrrr. Does any Export-Import Bank representative sit in 
at all in the conferences—the policy conferences—with reference to 
the International Bank? 

General Encerton. Yes; I think so. The President of the Export- 
Import Bank is a member of the National Advisory Council now. 
For a time he was not, but he is now. 

Mr. Murer. Thank you, Mr. Chairman. 

Mr. Wotcorr. Do you have an Advisory Council or did you do away 
with that? 

General Encerron. For the bank, you mean? 

Mr. Wotcorr. Yes. 

General Epcerron. That is just about to be organized. We haven’t 
got it fully organized yet. 

Mr. Wotcorr. Did we discontinue the Council that was to be set 
up when the bank was organized ¢ 

General Encerron. I just can’t hear you, sir. 

Mr. Wotcorr. Did we discontinue the Council that was set up on 
your bank? 

General Epcerron. Yes. The Advisory Council is to be appointed 
and we will be announcing the appointments within the next 2 or 3 
weeks. 

Mr. Fixx. That is the Public Advisory Committee you are talking 
about ? 

General Epcrrron. Yes, sir. 

Mr. Fink. He is not talking about that. He was talking about the 
Advisory Committee Council in the Export-Import Bank under the 
old law. 

General Epcerron. The old Council was never organized. 

Mr. Woxcorr. It never functioned ? 

General Epcerton. No. 

Mr. Wotcorr. As a matter of fact, we thought at one time of giving 
you a gavel, which would be distinguished from the gavel that the 
Secretary of the Treasury used when he sat on the National Advisory 
Council because the same personnel made up the two councils, when 
they operated as Advisory Council for the Export-Import Bank, the 
President of the Export-Import Bank was to be Chairman and other- 
wise the Secretary of State. 

General Encrerron. As far as I know, that Council never met as 
such. The new Council is a Public Advisory Council with nine mem- 
bers who are broadly representative of industry, finance, agriculture, 
labor, etc., and that Council is appointed by the Board of the bank. 
It is in the process of being appointed now. 

Mr. Murer. Does our Secretary of the Treasury or his designee 
sit on the International Bank Board ¢ 
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Mr. Wotcorr. He is Chairman of the Board of Governors. 

General Encertron. He is the American Governor of the Interna- 
tional Monetary Fund and the International Bank. 

The Cuamman. If there are no further questions, the committee will 
adjourn to meet tomorrow and Wednesday in executive session on the 
DPA and small business bills, and we will resume hearings on this bill 
on Thursday, July 14. 


General, we are glad to have your views. 

General Epcerron. Thank you very much, Mr. Chairman. 

(Whereupon, at 4:24 p. m., the committee adjourned to meet at 
10 a. m. Tuesday, July 12, 1955, in executive session.) 
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THURSDAY, JULY 14, 1955 


Hovser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, and Messrs. Brown, Patman, Multer, 
Addonizio, Barrett, O'Hara, Fountain, Reuss, Mrs. Griffiths, Ashley, 
Vanik, Wolcott, Kilburn, McDonough, Widnall, Betts, McVey, 
Hiestand, and Nicholson. 

The CHairMan. We will proceed with the hearing this morning. 

Mr. Clerk, call the name of the first witness. 

Mr. HAtianan. The first witness is John C. Lynn, legislative 
director of the American Farm Bureau Federation. 

The CHairMANn. You may proceed as you please, Mr. Lynn. If 
you have any relevant matter you desire to insert in the matter you 
may insert it. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERICAN 
FARM BUREAU FEDERATION 


Mr. Lynn. Mr. Chairman, thank you very much. In order to save 
your time, I have a very brief statement I would like to file for 
the record, and just make 2 or 3 comments. 

(The information is as follows :) 


STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION REGARDING H. R. 6228 
AND H. R. 6229, INTERNATIONAL FINANCE CORPORATION (IFC), By JoHN C. 
LYNN, LEGISLATIVE DIRECTOR 


Mr. Chairman and members of the committee, at the outset I want to express 
in behalf of the 1,609,461 farm families in the 48 States and Puerto Rico who are 
members of the American Farm Bureau Federation our appreciation for the op- 
portunity to present our views with regard to title II of H. R. 6228 and H. R. 6229, 
which deals with the establishment of the International Finance Corporation. 

The challenge to America is to exert the necessary leadership for successfully 
directing its capabilities to the maintenance of freedom and peace. The United 
States must demonstrate to the world that a dynamic, expanding, competitive 
capitalism is a major factor contributing to the more abundant life that people 
everywhere are seeking. For an economy to be dynamic and expanding goods 
and capital must flow freely. This requires world trade and world investment, 
with governments encouraging private investment and stimulating trade as an 
outlet for the increasing productivity of the world’s farms and factories. This 
approach requires systematic abandonment of policies directed toward restriction 
of the production and distribution of goods and services throughout the world. 

Our basis for support of International Finance Corporation is that it is 
designed to stimulate private foreign investment. 
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The current American Farm Bureau Federation policy dealing with this point 
is as follows: 

“Foreign investment should play an important role in United States foreign 
economic relations. There should be increased emphasis on private investment 
The United States should cooperate with other countries to encourage them to 
create a climate favorable to such investment. 

“Development and expansion of world economies will require coifsiderable 
amounts of capital. The United States will inevitably be called upon to furnish 
a relatively large amount of this capital. We believe the major portion of this 
amount should be private capital.” 

Based on the best available information, we believe that the International 
Finance Corporation will assist in encouraging private capital to invest in 
foreign countries, especially in the less-developed areas. Such a program could 
greatly reduce direct Government aid and would put our mutual-security pro- 
gram on a much sounder basis. 

The Corporation would have as its primary purpose the stimulation and 
encouragement of private investment in productive undertakings, and the 
promotion of conditions which will further private investment, with such supple- 
mental Corporation capital as may be necessary to stimulate private investment, 
ov for use in instances where private capital is not available on reasonable 
terms. 

We believe these objectives of IFC are sound and are, in general, in conformity 
with current Farm Bureau policies. 

The question has been raised as to why it would not be preferred United 
States policy to create a United States Government agency which could make 
venture-capital loans rather than invest this authority in an international 
organization. We believe that there are two basic reasons why the International 
Finance Corporation can do a better job than a United States Government 
agency : 

1. Under the International Finance Corporation, foreign countries will supply 
$2 toward the working capital for every $1 invested by the United States. A 
$100 million fund will be created for this type of loan, while the United States 
will have to subscribe only $35 million. This actual dollar savings is important, 
but more important is the fact that 52 nations will be cooperating in this venture 
and will have a real interest in its success. 

2. Because representatives from these 52 nations will be involved in determining 
whether or not loans shall be made, all of these countries will gain firsthand 
knowledge as to local conditions which encourage foreign investment. This 
will be an educational process. Underdeveloped countries, especially, will learn 
how to encourage private investments in their countries through their own 
national policies. 

We hope that in many instances countries will improve their climate for invest- 
ments on their own initiative because of knowledge gained through experience 
and participation in the International Finance Corporation. This could be the 
primary benefit of the International Finance Corporation. By removing barriers 
to foreign investment, private investment in foreign countries could also be 
greatly stimulated. 

The United States is expending money, materials, and manpower in an attempt 
to strengthen free world economies. The greater part of these expenditures 
is in the form of economic grant aid. Quoted below are the 1955 American Farm 
Bureau Federation policies dealing with economic grant aid: 

“We believe that economic aid on a grant basis seldom accomplishes its in- 
tended purpose, but instead tends to weaken our economy as well as that of the 
recipient, and often diminishes United States prestige abroad. Except in dis- 
asters, we recommend that monetary grants be replaced by loans which assure 
the opportunity to repay the United States in goods or services. These loans 
should be made through banking institutions on a sound basis with provisions 
to repay in goods which complement our economy, or in goods or services which 
would otherwise require United States dollar appropriations. 

“We believe that membership in IFC, with a capital investment by the 
United States of about $35 million under the terms and conditions provided in the 
proposed articles of agreement, will encourage the growth of productive private 
enterprises abroad. If this can be accomplished, economic development, espe- 
cially in the less developed areas, will progress at a far more rapid rate and on 
a much sounder basis than can be accomplished by continued economic grant aid.” 

The American Farm Bureau Federation recommends that Congress authorize 
United States participation in the International Finance Corporation. 
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Mr. Lynn. We are in support of title IT of H. R. 6228 and H. R. 
229. We believe the establishment of the International Finance 
Corporation carries out a major phase of our policy that has been in 
force for a long time, designed to stimulate foreign investments abroad. 
We believe this activity can be done better through an international 
organization, as provided in the proposed charter of IFC, than can be 
done by bilateral action, such as through the Export-Import Bank. 

Therefore, we recommend that the Banking and Currency Commit- 
tee, and the House, approve these two bills, which would authorize the 
participation of the United States in the International Finance Cor- 
poration. 

The CuHarrmMan. You realize that there is an expanding world econ- 
omy and we are deeply interested in the development of all the world, 
because we are close to all the world, with the improved means of 
transportation and communication. 

Mr. Lynn. That is right, sir. 

The CuarrMan. It means much to us to raise the standard of living 
anywhere, and to make the people self-supporting. I agree with you. 
I think the best way to do it is to try to help them and try to get 
American money to develop those countries, rather than to make them 
grants. 

We are certainly glad to have your views. They certainly will be 
considered. You represent a great organization, a great segment 
of oureconomy. We thank you. 

Mr. Lynn. Thank you very much, Mr. Chairman. 

Mr. Hatianan. The next witness is Mr. George L. Bell, executive 
vice chairman of the Committee for a National Trade Policy. 

The CuHarrMan. You may proceed. 


STATEMENT OF GEORGE L. BELL, EXECUTIVE VICE CHAIRMAN, 
COMMITTEE FOR A NATIONAL TRADE POLICY 


Mr. Bett. Mr. Chairman, my statement is short, and I think I 
can conserve time and make myself clear by simply reading it. 

I am the executive vice chairman for the Committee for a National 
Trade Policy. Weare appearing in support of H. R. 6228 providing 
for the participation of the United States in the International Finance 
Corporation. 

I appreciate the opportunity to appear before the committee to 
testify in support of this bill. I shall concern myself only with title I] 
of the bill, which provides for United States participation in the 
International Finance Corporation. Perhaps a word is in order about 
the Committee for a National Trade Policy, on whose behalf I am 
appearing in support of title IT. 

The committee was founded in September 1953, and is made up of 
American businessmen from all sectors of the business community. 
Our sole interest is American foreign-trade policy and our basic posi- 
tion is that a trade policy that leads to the reduction of trade barriers 
and to the expansion of international trade is in the total national 
interest of the United States. 

I am submitting for your information a list of the members of the 
board of directors of our committee, and I am including as well a list 
of the members of the advisory board, which is made up of the heads 
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of many national organizations representing labor, agriculture, civic 
groups, and the business community. 

I have here a sufficient number of copies listing the board of directors 
and our advisory board that I just referred to. 

The Cuarrman. You may insert anything in the record you wish. 

Mr. Bett. Thank you. 

(The material is as follows :) 


COMMITTEE FOR A NATIONAL TRADE PoLicy, INC. 


BOARD OF DIRECTORS 


John S. Coleman, chairman, president, Burroughs Corp., Detroit, Mich. 

William L. Batt, secretary, Philadelphia, Pa. 

George L. Bell, executive vice chairman, Committee for a National Trade Policy, 
Washington, D. C. 

Harry A. Bullis, vice chairman, chairman, General Mills, Inc., Minneapolis, Minn. 

Thomas D. Cabot, president, Godfrey L. Cabot, Inc., Boston, Mass. 

John F. Fennelly, Glore Forgan & Co., Chicago, Ill. 

Edward Littlejohn, Burroughs Corp., Detroit, Mich. 

John J. McCloy, chairman, the Chase National Bank, New York, N. Y. 

John A. McCone, president, Joshua Hendy Corp., San Marina, Calif. 

Charles H. Perey, vice chairman, president, Bell & Howell Co., Chicago, Ill. 

Elmer F. Pierson, chairman, the Vendo Co., Kansas City, Mo. 

B. E. Richmond, general manager, Richmond-Chase Co., San Jose, Calif. 

Morris S. Rosenthal, New York, N. Y. 

James S. Schramm, vice chairman, executive vice president, J. S. Schramm Co., 
Burlington, Iowa 

Russell G. Smith, executive vice president, Bank of America, San Francisco, Calif. 

Ralph I. Straus, vice chairman and treasurer, director, R. H. Macy & Co., Inc., 
New York, N. Y. 

Charles P. Taft, president, Headley, Sibbald & Taft, Cincinnati, Ohio 

Brayton Wilbur, president, Wilbur-Ellis Co., San Francisco, Calif. 

J. D. Zellerbach, president, Crown-Zellerbach Corp., San Francisco, Calif. 


BOARD OF ADVISERS 


Herbert F. Boettler, president, Bankers Association for Foreign Trade, St. Louis, 
Mo. 

Richard L. Bowditch, chairman of the board, C. H. Sprague & Son Co., Boston, 
Mass. 

E. Lamar Buckner, president, United States Junior Chamber of Commerce, Tulsa, 
Okla. 

Dean Meribeth Cameron, American Association of University Women, South 
Hadley, Mass. 

C. Emanuel Carlson, director, Baptist Joint Commission on Public Affairs, Wash- 
ington, D. C. 

Mrs. Theodore S. Chapman, president, General Federation of Women’s Clubs, 
Washington, D. C. 

William L. Clayton, Houston, Tex. 

Howard 8. Cullman, chairman, the Port of New York Authority, New York, N. Y. 

S. A. Dodge, president, Lions International, Detroit, Mich. 

Dain J. Domich, Sacramento, Calif. 

Mrs. Irving Engel, president, National Council of Jewish Women, Inc., New 
York, N. Y. 

W. J. Gilstrap, vice president and manager, foreign department, Wells Fargo 
Bank & Union Trust Co., San Francisco, Calif. 

Joseph C. Grew, Washington, D. C. 

Cordell Hull, Washington, D. C. 

Miss Helen G. Irwin, National Federation of Business and Professional Women's 
Clubs, Des Moines, Iowa 

Allan B. Kline, past president, American Farm Bureau Federation, Chicago, II. 

Murray D. Lincoln, president, Cooperative League of the United States, Columbus, 
Ohio 

Stuart F. Louchheim, Philadelphia, Pa. 

A. E. Lyon, executive secretary, Railway Labor Executives’ Association, Wash- 
ington, D. C. 
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Mrs. Edith W. Macy, president, YWCA National Board, New York, N. Y. 

Henry J. Mahady, Latrobe, Pa. 

George Meany, president, American Federation of Labor, Washington, D. C. 

Donald M. Miller, president, National Council of American Importers, New 
York, N. Y. 


Herschel D. Newsom, master, the National Grange, Washington, D. C. 

James G. Patton, president, National Farmers Union, Denver, Colo. 

Everett D. Reese, president, Park National Bank, Newark, Ohio 

Walter Reuther, president, Congress of Industrial Organizations, Washington, 


D.C. 
Wayne E. Richards, Arkansas City, Kans. 
H. Christian Sonne, chairman, National Planning Association, Washington, D. C. 
Michael Straight, American Veterans Committee, Washington, D. C. 
Walter White, secretary, National Association for the Advancement of Colored 

People, New York, N. Y. 

Rufus Wilson, national commander, AMVETS, Washington, D. C. 
Mrs. James Wyker, president, United Church Women, Columbia, Mo. 

Mr. Beuu. As I have indicated, our major area of interest is trade 
policy, and we are presently, and have been in the past, concerned with 
such matters as H. R. 1, the Trade Agreements Act, customs proce- 
dures, and the proposed Organization for Trade Cooperation, and 
various administrative problems in the field of trade policy. 

Inevitably, our interest in trade policy leads us to a concern for 
other aspects of our foreign economic policy, particularly as they re- 
late to international trade. It is, therefore, understandable that we 
are concerned with foreign investment policy for it is through an in- 
ternational flow of investment funds that an important contribution 
is made to the development of the facilities and capacity for increased 
production that is the basis for widening the flow of international 
trade, 

Foreign investment policy should quite properly be consistent with, 
and a complement of, foreign-trade policy. They are both concerned 
with enhancing our own welfare as well as the well-being of the free 
world as a whole. And the fact is that both trade and investment 
policy have been integral parts of our foreign economic policy under 
both Democratic and Republican administrations. 

We have, as a matter of national policy, engaged in activities de- 
signed to encourage the expansion of trade and to foster and encourage 
an increased flow of investment abroad. 

These two aspects of our foreign economic relations are necessarily 
related. Increased investment is the sine qua non of increased produc- 
tion and growing standards of living that are the goals of the less 
developed countries of the world. It is vital to the solidarity of the 
free world alliance that the goal of growing standards of living be 
attained, and particularly that the real expectation exist in the minds 
of the people in the underdeveloped areas that these goals are achiev- 
able. We ourselves have much to gain from a purely economic point 
of view from such a process of growth and expansion. The record of 
history points to the fact that ecnomic growth in foreign countries 
leads to expansion of international trade. It can be expected that we, 
as the major participants in world trade, are likely to benefit consid- 
erably through the expansion of our export markets. 

Moreover, we would have much to gain from the increased invest- 
ment abroad in production of raw materials and in the facilities that 
are necessary for the best development of raw-material production. 

Our growing dependence on imports of industrial raw materials re- 
quires the expansion of economic sources of supply of these materials 
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in order to feed the voracious appetitie of our expanding industrial 
economy. 

It is our view that the IFC would make a contribution to further- 
ing these objectives. Of great importance is the fact that the special 
contribution that the IFC would make would be through encouraging 
and invigorating the initiative of private businessmen both here and 
abroad. ‘This initiative of private individuals, as we know from our 
own experience, is an essential factor in economic progress. 

To the extent that increased private investment can substitute for 
public grants and loans, to that extent the American taxpayer would 
be relieved of a tax burden. Because private investment carries with 
it technical and managerial know-how, the contribution it can make 
to economic growth and progress should be greater than the contribu- 
tion made through the medium of intergovernmental grants and loans. 

I think it only fair to say that the problem of expanding the flow 
of private investment is not a simple one. There are many obstacles 
to such investment. They vary a good deal from place to place, and, 
correspondingly, there are many things that probably should be done 
to remove those obstacles and to provide further encouragement to 
the flow of private investment. 

We conclude that when the opportunity exists to make what can 
reasonably be expected to be a significant contribution to expanding 
private investment abroad, this opportunity should be seized. The 
problem of encouraging private investment to go abroad was well 
stated, it seems to me, by the president of the International Bank for 
Reconstruction and Development on the occasion of the annual meet- 
ing 2 years ago, of the board of governors of that institution. As 
I recall it, he said that the question of what to do to encourage private 
investment was not one of a particular panacea to solve a particulat 
obstacle, but, rather, a devising of many policies that were appropriate 
to the many difficulties involved. And to illustrate what he meant, he 
told the story of the young man from Boston who was out on the 
west coast on business, when he received a telegram from his wife 
telling him that his mother-in-law had passed away. The wife asked 
whether they should cremate or bury, and he wired back “Cremate, 
embalm, bury—take no chances.” 

It seems to me that the particular contribution that the IFC can 
make is in providing a vehicle for removing some of the special bar- 
riers which seem to impede the greater flow of private investment 
abroad. There is, for example, the barrier of lack of information or 
adequate information about investment opportunities. The IFC can 
engage in research and through its facilities develop opportunities 
that have languished because of inadequate knowledge of real pros- 
pects for private investment. There is the barrier of unfavorable 
climates and unfavorable attitudes in the recipient countries for in- 
vestment. The IFC can work diplomatically to improve such atti- 
tudes, and then lend confidence by displaying initiative in undertak- 
ing new ventures. Because it is an international body, it can lend 
authority to investment undertakings that would reduce the possi- 
bility that the host country might enact special legislation or other- 
wise discriminate against the foreign investment. 

It is through these somewhat intangible means that it can be ex- 
pected, we believe, that the modest resources of the IFC can create 
multiplier effects on investment by overcoming risks and uncertainties 

















| 





ever 











INTERNATIONAL FINANCE CORPORATION 83 


and by creating more favorable climates for private investment. We 
believe it is clearly provided in the bill that there is no plan to have 
the funds of the IFC permanently invested in equities in foreign proj- 
ects. There is not only a limitation on the percentage of equity they 
could hold in any venture, but there is the explicit direction given for 
IFC to dispose of holdings to private investors as rapidly as possible. 
Thus the IFC capital will serve asa revolving fund. 

In short, to use a phrase that I am sure has been used a great many 
times before, it could serve as a catalyst that would create a far greater 
effect in inducing private investment than would be evident from a 
simple examination of the financial resources that would be available 
to the IFC. We would like to affirm our support for the United 
States participation in the IFC, and to urge upon the committee that 
it report out title I] of H. R. 6228 favorably. 

Thank you. 

The CuHarrman. Do you think there will be any overlapping of 
activities or any conflict between this organization, the IFC, and the 
<xport-Import Bank? 

Mr. Betu. No, Mr. Chairman. It is not our view that there would 
be any conflict. We believe this is supplemental to the activities 
of the Export-Import Bank. As I understand it, the activities of the 

<xport-Import Bank have been largely limited to the field of assisting 

exporters in financing shipments of commodities and materials, and 
in loans. This proposal goes beyond that to the development of 
production activities abroad. 

Furthermore, we believe, as was mentioned by the preceding wit- 
ness, that an international body can be perhaps more effective in this 
field of investment. 

The CuatrMan. How successful do you think we would be in en- 
couraging private risk capital in this plan? 

Mr. Beut. I think it will be very successful, judging from what 
I have learned in talking with people in the International Bank, and 
with potential or actual investors in fields abroad who have dealt with 
the International Bank. I know that the bank informally, after 
making investigations of proposed projects, has sometimes found that 
they were probably not proper for the bank itself in a loan, but has 
offered the opportunities to private investors and turned over to them 
results of the investigation, and many of them have followed through 
and made investments. 

The CuHarrmMan. Your organization is in favor of title II. How did 
you reach that conclusion? Was that by a vote? 

Mr. Bei. After consideration by the executive committee of our 
board, for which I have authority to act. 

The CHarmman. Mr. Wolcott. 

Mr. Wowcorr. No questions. 

The Cuarrman. Mr. Barrett? 

Mr. Barrerr. No questions. 

The Cuatrman. Mr. O'Hara ? 

Mr. O’Hara. No questions. 

The Cuatrrman. Mrs. Griffiths? 

Mrs. Gruirrirus. Mr. Chairman, I would like to ask you the answer 
to a question that sometimes bothers me. I am for free trade, and I 
think that it is a good idea for American capital to invest abroad. 

How can you answer the question, though, and to what extent does 
American capital, when investing abroad, invest in the same type of 
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plant facilities that it has invested in already in the United States, 
and to what extent does it then ship those items into the United 
Sates and undercut the American market ? 

Mr. Bett. So far as I know, there are no official statistics showing 
tigures on such a point because statistics on imports do not show in- 
dividual firms, and so forth. I cannot quote any Government statis- 
tics. but I do know from considerable experience in this field, with 
both exporters and importers, that the American plants which have 
subsidiaries or other plants abroad manufacturing the same thing 
import very few of their products into the United States. 

Frankly, many of the companies that do put up plants abroad 
manufacturing the same or similar products to what = manufacture 
here, are motivated on two counts: One is to take advantage of a mar- 
ket where they are lacking in dollars, where they can therefore accept 


payment in the currency of the country, or in the case of our British’ 


friends, if concerns put a plant in some one of the British Empire 
countries they have the advantage of the favorable conditions for ex- 
ports throughout the British Empire, the so-called Empire preference. 
Those are the main objectives. 

I know of no concern of any consequence that goes over deliberately 
to make things, and then bring them back into the United States. 

Mrs. Grirrirus. It would probably be very helpful to the positon of 
all of us if there were the facts and figures assembled which we could 
quote. 

Mr. Bey. Frankly, we have suggested to a foundation to make such 
a survey, because the facts would be very helpful, and better than 
opinions, Whichever way one happens to slant. 

Mrs. Grirrirus. To what extent can you encourage industry or 
capital to invest in completely different items in foreign countries ? 

Mr. Bex. I think that that holds real potentialities. There are 
many American companies who are very much interested in any 
diversification and that do not like to have all their eggs in one basket. 
That is true of the medium-sized, smaller companies, as well as larger 
companies. In fact, I happen to know of a couple of concerns—it 
wouldn’t be fair to name them—that have gone into investment abroad, 
manufacturing products entirely unrelated to what they make in this 
country. 

Mrs. Grurrirus. Is some aid given by the Government in showing 
American capital these opportunities? I mean, I would think it would 
take great imagination to see an investment possibility. 

Mr. Bett. When you said aid by the Government, you mean the host 
government, or our own? 

Mrs. Grirrirus. This Government, our Government. Do we help 
investors to some extent to see the possibilities of investment ? 

Mr. Beii. There is no organized setup. I think that will be a spot 
that the IFC will fill a vacuum in connection with the administration 
of point 4. I think there has been a sort of side, corollary effort made 
to call to the attention of private investors to some projects. But the 
smaller companies particularly need the help, I think, of the IFC in 
analyzing prospective projects, because they cannot afford to do what 
the big American companies, our big investment groups, can do in the 
way of investigation abroad. There are so many features to be 
studied. Youcan go,as I have, into many countries, and say, “My, this 
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country must be full of potentialities,” but when you get down to 
brass tacks you have to investigate so many things, tax laws, con- 
vertibility of currency, and all those things, and there is no Govern- 
ment agency, as far as I know, that does a very comprehensive and 
thorough job on that as of today for the guidance of investors. 

Mr. Grirrirus. I think if you do that, it is a good idea 

The Cuarrman. Mr. Betts. 

Mr. Betts. I don’t know as I have much to suggest. 1 was thinking 
of the remarks you made to Mrs. Griffiths about small business being 
interested in this. And my district is made up mostly of small 
business. 

For instance, there is an electric insulating company which finds a 
great deal of competition in Japanese products. In what way would 
you think this bill might assist that small company in competing with 
imports of competing Japanese firms / 

Mr. Bexu. Well, frankly, I don’t know as this bill, Mr. Congress- 
man, would provide a machinery that would be particularly helpful, 
except, if the firm were interested in considering establishing a plant 
in some other country where they felt they could manufacture more 
cheaply, which is very doubtful from experience. That is a conceiv- 
able development. 

Mr. Berts. I wondered how far your statement intended to go when 
you said you felt it would be beneficial to small business. 

Mr. Bewx. In the particular illustration you cite, I don’t see that 
there would be any particular avenue, but I do know that there are 
small businesses which would like to develop things abroad, but haven’t 
the capital and the personnel to send people abroad to make these 
thoroughgoing investigations that I referred to, of the source of 
supplies for raw materials for manufacturing, studying the laws of the 
country on taxation, and so forth. Nor have they enough technical 
personnel to go in and start the development of a project on the basis 
of only cursory studies. 

Mr. Berrs. Does your organization include the membership of 
small businesses ? 

Mr. Brett. Yes. There are many small businesses. We have in 
addition to a board of directors of some 30, an advisory board, as 
shown on the list here, that we believe includes all the important 
national organizations, labor, CIO, A. F. of L., American Farm 
Bureau, Farmers Union, the Gr ange, as well as business organizations, 
and, therefore, we do represent quite a crosscut of the whole business 
economy. 

In addition, we have people who are contributors or supporters— 
nearly a thousand, many of whom are small-business people. 

Mr. Berrs. Are there any members on your board from Ohio? 

Mr. Bei. That you would class as small business ? 

Mr. Berrs. No. Is there anyone you can name who is from Ohio? 

Mr. Bett. Mr. Charles P. Taft is our president. He, of course, is 
alawyer. He is on our board of directors from Ohio. 

There is on our advisory board the president of the Cooperative 
League. 

The reporter just now called my attention to the name of a man 
who is on our advisory board, not the regular board, who is from 
Newark, Ohio, Everett Becker, who is preside nt of the Park N: ation- 
al Bank in Newark, Ohio. The man representing the National Co- 
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eperative League, has been very active—Murray Lincoln, who is presi- 
dent of the Cooperative League of the United States, located in Co- 
lumbus, Ohio. 

Mr. Berrs. I think that is all. 

The Cuarrman. Mr. Ashley ? 

Mr. Asutry. Mr. Bell, I wonder if you know anything about this 
situation: The CCC has been criticized recently for its failure to 
sell surplus agricultural commodities on the world market at the 
going world price, and the same time it has been pointed out from 

various quarters that American investors have put money into for- 
eign agriculture, and as a result of our failure to sell agricul- 
tural products on the world market, and the fact that American 
money has been put into foreign agriculture, the relative position of 
the United States and foreign nations has changed quite considera- 
bly since, let us say, the prewar period with respect to competing in 
the free world agricultural market. 

Do you know anything about that, sir? 

Mr. Bett. No. F rankly, I have only newspaper reading knowledge 
of that. In the agricultural field I know there has been considera- 
ble publicity on the points you mentioned about the disposal of sur- 
plus agricultural products, but I would suggest you get someone from 
the Department of Agriculture, or per haps : some of the farm organi- 
zations who follow those things closely. 

I am afraid I couldn’t be very helpful. 

Mr. Asuiry. Although it is pertinent to the question ? 

Mr. Beuu. Yes. 

Mr. Asuury. Thank you. 

The Cuarrman. Mr. Nicholson? 

Mr. Nicwoxson. I have no questions. 

The Cuarrman. Mr. Fountain ? 

Mr. Fountarn. No questions, Mr. Chairman. 

The CHarrman. Mr. Vanik? 

Mr. VanrK. I only have one question. I am sorry to have been 
late for the testimony. 

I have scanned over the printed statement. I see a great deal of 
merit to the International Finance Corporation and its purposes, but 
I am wondering how far the Government should go. Would you like 
to make any comment with respect to the facts? There has been some 
talk about increasing foreign investments by giving a tax incentive. 
Do you have any statement you would like to make on that point? 

Mr. Betx. Our board has considered that, and has taken no defi- 
nite position at this time, because no specific legislation has been con- 
sidered in any public hearings. We have suggested the matter should 
be carefully and thoroughly studied by tax experts. 

Mr. Vanrk. One of the things that goes through my mind is Amer- 
ican investors in foreign lands who may take advantage of the Ex 
port-Import Bank facility, and then take advantage of the IFC and 
end up with very little of their own capital in the enterprise, and then 
get a tax abatement, which might be unfair with respect to the rest 
of our economy. ‘ 

I personally feel that we shouldn’t give any tax incentives. I feel 
the tax rate ought to be uniform for all segments of our economy. 
That is merely my point of view. 
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I have no further questions. That was the only thing that went 
through my mind. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Reuss? 

Mr. Reuss. No questions, Mr. Chairman. 

The Cuarmman. Mr. Bell, we are glad to have had you with us. 
We will consider your testimony when we go into executive session. 

Mr. Betz. Thank you. 

The Cuairman. Mr. Clerk, call the next witness. 

Mr. Hatianan. The next witness is Dr. Henry Tenenbaum, of the 
Washington Board of Trade. 

The CHatrMan. You may proceed as you desire, and insert any 
relevant matter you may desire into the record. 


STATEMENT OF DR. HENRY TENENBAUM, CHAIRMAN, SPECIAL 
COMMITTEE ON INTERNATIONAL FINANCE CORPORATION, WASH- 
INGTON BOARD OF TRADE 


Mr. Tenenspaum. Mr. Chairman, and members of the House Com- 
mittee on Banking and Currency, my name is Henry Tenenbaum. 
I appear before this committee on behalf of the Washington Board of 
Trade, whose membership numbers more than 6,000 “business and 
professional leaders of the Washington metropolitan area. Many of 
our members represent leading American business corporations. 

I am a member of the world trade committee of the Washington 
Board of Trade, and the chairman of a special committee on the In- 
ternational Finance Corporation, set up to make a study of this pro- 
posed institution and to submit its findings and recommendations to 
the Washington Board of Trade. 

I have been authorized to appear before your committee on behalf 
of the Washington Board of Trade, and to present its views on the 
proposed International Finance Corporation. 

On March 7, 1955, the report and recommendations of our special 
committee which strongly supported the creation of the proposed 
International Finance Corporation were adopted as policy by the 
board of directors of the Washington Board of Trade. 

In a letter dated March 10, 1955, addressed to the President of the 
United States, Mr. Francis J. Kane, president of the Washington 
Board of Trade, stated that the Washington Board of Trade firmly be- 
lieves that the creation of this new financial institution will tend to 
promote world trade and foreign investments so vital to the economic 
growth of the United States of America. 

The support given the proposed International Finance Corporation 
by the Washington Board of Trade stems from its awareness that 
world trade and foreign investments are among the basis of our 
friendly relations with other countries and our allies abroad, and that 
they vitally affect the economic welfare and the political security 
of the United States and of the free world. 

More specifically, the support given the proposed International F'i- 
nance Corporation is based on the following considerations: 

In the past, and particularly before W orld War I, economic develop- 
ment through foreign investments was largely carried out by private 
enterprise. Priv ate ¢ apital was invested not only in industrial and 
commercial undertakings, but also in such basic public utilities as 
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power production, water supply, telephone systems, and railways. 
The sources for these foreign investments were primarily British and 
western European. The role of the United States for providing pri- 
vate funds for foreign investments was rather limited. 

In recent years, private investments have not played an adequate 
role in the economic development of the underdeveloped areas of the 
world. Since World War II, foreign private investments have been 
on a small scale, except in a few countries in particular industries. 
The traditional sources for foreign investments have been greatly 
reduced. The United States, which has entered this field rather re- 
cently, remains today the major source of capital funds for economic 
and industrial development abroad. 

On the other hand, the requirements for economic development in 
the underdeveloped areas of the world, are tremendous. At the same 
time, the political and social pressures for their speedier industrializa- 
tion are increasing. What is here at stake is the economic and social 
progress of these countries and indirectly their political stability and 
reliability as allies in a free world. From the point of view of the 
United States, the strengthening of our defense potential and of our 
system of political alliance is involved. 

We in the United States have already recognized the need for eco- 
nomic development overseas. We have our own Export-Import Bank, 
and have given our support to the International Bank for Reconstruc- 
tion and Development. These institutions fulfill extremely important 
functions. However, their role in providing loans for economic devel- 
opment overseas is limited. Neither of these institutions can provide 
funds which are in the nature of venture capital. 

The International Bank for Reconstruction and Development is 
limited in its operations because of the statutory requirement of a 
guaranty by the Government, central bank, or its equivalent, of the 
country where the project to be financed is located. 

This feature of the World Bank’s lending operations discourages 
potential private borrowers in the countries concerned, who are fre- 
quently apprehensive that such a guaranty will lead to Government 
interference in the management of their enterprises. 

Governments are also reluctant to give a guaranty to private com- 
panies because of the possible political implications of such guaranties. 

For this reason, the World Bank cannot give its support to projects 
which more than any others may promote the development of natural 
resources and industrial diversification. These spheres are by law 
and/or tradition the fields for private enterprise. The lending activ- 
ities of the World Bank are thus ordinarily limited to the financing 
of projects such as transportation, roadbuilding, and service industries 
which in many countries belong to the public sector. 

It was the recognition of the fact that the World Bank cannot ade- 
quately meet the need for stimulating private international invest- 
ment that led to the proposal for a new mechanism, the International 
Finance Corporation, which will not only provide capital to produc- 
tive private enterprises abroad but will also induce increased invest- 
ment by a greater number of private investors, both local and foreign. 
An important contribution to stimulate more private international 
investment and to the economic development of many underdeveloped 
areas will thus be made through the creation of the proposed Inter- 
national Finance Corporation. 
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This new institution will fill a gap in the existing mechanism for 
financing economic and industrial development overseas. This gap 
cannot be filled by the existing public institutions. On the other 
hand, private initiative has been unable to play its traditional role 
in this important sphere. 

It is indeed well known that in recent years private enterprise had 
to take a secondar place in this field. The reconstruction period after 
the end of World War II was necessarily accompanied by an increased 
trend toward substitution of public loans and foreign-aid programs 
for private lending. Thanks to the wisdom and generosity of the 
United States of America, the reconstruction of the world economy 
since the end of the last war has proceeded faster than many thought 
it would. We have now reached a phase where the restoration of pri- 
vate lending for economic development abroad will be an indispensa- 
ble condition for the further growth of the world economy and the 
foreign trade of the United States. 

In the early stages of this phase private capital will need encourage- 
ment and assistance of various forms. We believe that the proposed 
International Finance Corporation will be in an excellent position to 
provide such assistance. By fulfilling this role, it will promote a 
larger flow of international private investments, and thus contribute 
to the restoring of private enterprise to its rightful place in this im- 
portant sphere of economic development. 

In this way private initiative will be stimulated not only among 
the potential investors of the capital exporting countries, but also 
among the potential investors of the capital importing countries. As 
is known, in recent years a trend in a number of underdeveloped 
countries has developed which consists in governments carrying out 
industrial development programs. By stimulating more investments 
of private foreign capital in the underdeveloped areas of the world 
a higher rate of investment of private local savings available in those 
areas will be engendered. As a result, the creation of private local 
industries in the countries will be stepped up. In our opinion, the 
proposed International Finance Corporation will, therefore, greatly 
contribute to reverse this trend of governments engaging in the indus- 
trial development of their countries and to substitute and develop 
private enterprise to the maximum extent in those areas. 

We also believe that the new institution will act as a catalyst and a 
clearinghouse by bringing together private investors on an interna- 
tional basis and thus stimulate a more active participation of private 
‘apital in the industrial development of the underdeveloped areas of 
the world. 

The most immediate contribution of the International Finance 
Corporation will be the provision of funds to enable private investors, 
both domestic and foreign, to undertake promising projects which 
are now held back by lack of adequate capital. In almost all the 
underdeveloped countries there are opportunities for profitable and 
productive undertakings in which private investors are willing to 
invest but which they cannot finance entirely by themselves. In 
situations of this type the IFC can provide the margin necessary 
to enable sound projects to go forward. 

Through the proposed IFC private investors who have not yet 
recognized the opportunities they have in investing abroad might be 
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induced to enter the foreign investment field. The new corporation 
can approach private investors not merely with a promising idea, 
but also with an offer of financial participation and, providing the 
yroject proved sound and appropriate, financial arrangements would 
co worked out. 

Participation of the IFC in a project will encourage investors to 
embark on projects from which they may be deterred not as a result 
of a lack of capital but as a result of lack of confidence. The mere 
participation of the IFC will help them to overcome this lack of 
confidence. 

The proposed International Finance Corporation will also be able 
to induce local capital in underdeveloped areas to be invested in 
more productive enterprises. Very frequently the local capital] 
resources are being invested in speculative, real estate, and other 
enterprises, which are of little or no value for the economic and indus- 
trial development of the respective countries. The IFC will thus 
play a vital role in stimulating a more productive use of available 
local savings in underdeveloped areas. 

On the whole, we feel that the creation of the proposed International 
Finance Corporation will greately contribute to the restoration of a 
sound system of private international finance as we have known it in 
the past. During the depression of the thirties, this system broke 
down. The war and its aftermath made its rebuilding impossible and 
extremely difficult. Now that the world economy seems to have found 
a new equilibrium, the time has come for creating new instrumental- 
ities for strengthening the world economy and for restoring private 
enterprise to its rightful place. The proposed IFC is such an instru- 
mentality. 

It is in recognition of the possibilities for stimulating the flow of 
private foreign investments that the Washington Board of Trade 
supports the creation of the proposed International Finance Corpora- 
tion. 

Finally, the Washington Board of Trade believes that increased 
investments overseas will promote a greater volume of world trade 
necessary for the economic strength of the United States and of the 
free world. 

We therefore support adoption of the legislation which is now be- 
fore your distinguished committee. 

Thank you, Mr. Chairman. 

The CuarrMan. Are there any questions ? 

If not, you may stand aside. 

Mr. Nicuotson. Mr. Chairman; this sets up a new sort of invest- 
ment to make foreign trade better ¢ 

Mr. TenensBAuom. I did not get your question. 

Mr. Nicnoxson. This sets up some kind of a corporation to invest 
money in foreign business. 

Mr. Tenenspaum. Yes. The idea of this new corporation is to bring 
together private investments of the United States and the other coun- 
tries, particularly capital-exporting companies of the world, together 
with local investors in the areas concerned, and the IFC would make 
some kind of a contribution to fill the remaining gap. 

Let us assume in a country like Brazil there is a group which would 
like to set up a textile plant. They have $1 million available. There 
may be an American company or a textile corporation which is willing 
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to go along with this venture, but they would like to invest only an- 
other million dollars, although $3 million are needed, so the IFC 
would provide the margin of $1 million, or whatever may be required, 
to make this thing go. 

Mr. NicHoxtson. Aren’t we sometimes assisting now, when we loan 
money to foreign countries for certain things that we need in this 
country ¢ 

Mr. TenensAuM. We don’t have a system. 

Mr. Nicnorson. Doesn’t the World Bank do that / 

Mr. Tenensaum. No, 

Mr. Nicuoxson. Isn’t this some kind of a loaning institution that 
we have for foreign countries? 

Mr. TeneNBAUM. We don’t have such an institution. The Export- 
Import Bank, for example 

Mr. Nicnoison. What is Mr. Black the head of ? 

Mr. Tenenpaum. He is the head of the International Bank for 
Reconstruction and Development. 

Mr. Nicnotson. Isn’t this for the same purpose ? 

Mr. TeENENBAUM. To some extent, yes; but the lending activities 
of the International Bank are limited through the provision that they 
can only make loans, if they have a government guaranty. 

In the case of this example of a textile mill, the chances are that 
the government would not like to provide a guaranty for such a venture. 
The tendency is for the governments to give a guaranty, more for gen- 
eral service industries, such as electricity, transportation, and so 
forth. On the other hand, there are political implications. For 
example, in a country, if a government would give a guaranty— 
assuming this textile or a paper mill—they might be accused of favor- 
itism. There may be all sorts of implication which make a govern- 
ment guaranty impossible. 

There is also the fact, as I have mentioned in my statement, that 
there are many people who don’t want a government guaranty because 
they feel the governments in these countries will interfere too much. 

Mr. Nicuouson. Hasn’t this been taken care of by the so-called 
national plan, and the Marshall plan, and other grants of money? 

Mr. Tenenpaum. IFC is supposed to fill a gap. Neither the 
Export-Import Bank, nor the International Bank are allowed to pro- 
vide what is generally known as venture capital. The Export-Import 
Bank and the International Bank, when they make a loan—there is 
almost a hundred percent certainly that the money can be reimbursed. 
This new organization is supposed to be promoting business ventures. 

Mr. Nicuotson. They want the government to stand behind them; 
is that right? 

Mr. Tenenpaum. No; no. They want the government out of it. 
For these loans you don’t need a government guaranty. 

Mr. Nicuorson. Where does the investment come from ? 

Mr. Tenensaum. The investment can come from any of the member 
countries, which will be members of the bank. For example, let us 
assume that in a country such as Brazil, or Burma, or India, there is 
some project, and they don’t have enough money of their own but they 
may have a certain amount of money. They need more. It is pos- 
sible, for example, that the British may provide some part and some 
part may come from the United States. It is possible that all may 
come from the United States. 
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Mr. Nicuotson. From the United States Government ? 

Mr. Tenensaum. No; from the United States private investors. 
The IFC will only provide a marginal amount. Let us go back to 
this example which I have been giving. Assuming that for a textile 
plant in Brazil you need $3 million. They have $1 million to put up 
in local Brazilian funds. Let us say they approach an American 
textile corporation, and ask them if they would like to go along with 
them. The company says they would like to go along with them, but 
they will give them just $1 million. They don’t want to put up $2 
million. The IFC will have to provide, assuming the investigation 
of the project substantiates that it is a sound investment, the remain- 
ing $1 million. Once this textile plant becomes a going concern, and 
is suecessful, there is a provision in the charter that the IFC has to 
pull out of it and sell its participation or debentures to private 
investors. 

Mr. Nicnotson. Do I understand you want to build a textile mill 
in Brazil, or some other South American country ? 

Mr. Tenenspaum. I gave that just as an illustration. You could 
take anyexample. You could take a paper mill, or anything. 

Mr. Nicuotson. Do you think that is a good example to bring up 
before the committee, establishing some business in some foreign 
country with investors’ money from this country to beat our heads off ? 

Mr. TeneNnBAUM. Yes. It isuptothe investors. For example, the 
American investors will be private corporations. It is up to them, if 
they feel they can make a profit out of it, but they want to limit their 
risk. That is their decision. There are many American companies 
who have already invested abroad. 

Mr. Nicnoison. They have four methods now of reaching this ob- 
jective, through the World Bank and the bank that Black is the head 
of, and the United States Government point 4 program. This is still 
another one of those ¢ 

Mr. Tenenpaum. No. It isn’t another one. It is absolutely no 
duplication of what exists. As I mentioned before, the International 
Bank cannot make any loans unless there is a government guaranty. 
In this venture there won’t be any guaranty necessary. The Export- 
Import Bank as far as I understand it doesn’t have any authority to 
provide venture capital. The idea of this new institution is to fill a 
gap in the existing mechanism for foreign investments. For example, 
us far as I have been told, the World Bank is very often iioied 
with some very sound investment opportunities, but they cannot con- 
sider them because the charter prevents them from making a loan. 
It is a good venture, but they cannot support it because a guaranty 
cannot be obtained or the people who come with the project do not 
want the government guaranty in the country concerned. 

On the other hand by creating more employment opportunities and 
increasing standards of living in those countries, you make progress. 

Mr. Nicuorson. Do we want to make the standard of living better 
in some other country ? 

Mr. Tenepaum. The increase of the economic activity in any coun- 
try necessarily increases employment, income, and the general stand- 
ard of living. It is only in those countries where you have stagna- 
tion that people will remain poor. It is just another way of saying 


that the more people have, the greater the income, the better they 
are off. 
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Mr. Nicuotson. That is all, Mr. Chairman. 

Mr. Wipnati. Mr. Chairman. 

The Cuatrman. Mr. Widnall. 

Mr. Wipnatu. Do you believe that under the proposed Interna- 
tional Finance Corporation it would be possible for a country such as 
Brazil to obtain funds for oil-well drilling ? 

Mr. Tenensaum. For oil drilling? 

Mr. Wipnatu. Yes. 

Mr. Tenenspaum. Well, I think it would be possible. 

Mr: Win... It is very badly needed in that country. 

Mr. Tenennaum. Yes. I want to mention one example out of my 
own professional experience as a consultant on foreign investments, 
which illustrates an aspect which has been rather overlooked. 

About a year and a half ago I had a very interesting conversation 
with the president of a leading Western German bank, and, as you 
know, the Germans have made tremendous strides in Brazil, appar- 
ently, more so than any other country. This president of this West- 
ern German bank said: 

We have exhausted our lending capacity in those countries. We can’t go 
any further. We would like very much, with the tremendous opportunities ex- 


isting in South America, to have American capital participating in 


those 
countries. 


If we don’t participate in this sooner or later, as the German and 
Kuropean economies will recover, they will look into these possibili- 
ties. They will add more export facilities for their own industries, 
and take the market away from the United States. 

If we do it ina partnership, then we are sure of having our interests 
in those countries represented, if we do it in corporation. 

This is also another way of providing capital to the underdeveloped 
areas of the world, on a business rather than a giveaway basis, as it 
has been done in the past years. In this way you restore the inter- 
national system of financing and investments. You ladies and gen- 
tlemen of this committee, more than anybody else, are probably very 
much aware of the fact that there has been great talk of convertibility 
of currencies. The reason that there was at one time an automatic 
convertibility of currencies was that because of the flow of foreign 
investments the convertibility become automatic. Now, because of the 
war, and the great depression, this thing has broken down. If we, 
through instrumentalities such as the IFC, provide facilities to get. 
more investments into the world economy, then there won’t be any need 
any more for talking about convertibility because this thing will come 
about automatically as a byproduct. You can’t preach convertibility 
of currency without c1 eating the conditions for convertibility . 

The IFC—I don’t say it will be a cure-all. In the report of the 
Washington Board of Trade we also stated that a hundred million 
dollars is not enough for a venture of this sort, but we feel it is a first 
step in the approach to bringing back an automatic self-regulating 
system of international financing , without governmental inter rferenc e. 

Mrs. Grirrrrus. Mr. Chairman, may | ask a question / 

The CHarrMAn. Mrs. Griffiths. 

Mrs. Grirrirus. In this venture, the American taxpayers are going 
to put in the investment money, aren’t they / 

Mr. Trnennaum. Not entirely. 
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Mrs. Grirrrrus. To a great extent ? 

Mr. Tenensaum. $35 million only. The other $65 million will be 
provided by foreign countries. 

Mrs. Grirrirus. But if the venture in which they risk the money 
turns out successfully then we are obligated to get out of it. Did I 
understand you to say that? . 

Mr. Tenensaum. No. This is not exactly it. The $35 million 
remains in the banking institution, but the IFC, which will put up 
in each individual venture a certain portion—the marginal portion 
of the ‘apital—is supposed to sell its participation to private invéstors. 

Mrs. Grirrirus. Private investors in the foreign countries? 

Mr. Tenensaum. To any private investors willing to buy it. 

Mrs. Grirrrras. American investors or foreign investors? 

Mr. Tenensaum. Whoever wants to buy it. 

Mrs. Grirrirus. But the American taxpayer assumes the risk until 
the venure works successfully ¢ 

Mr. Tenenpaum. I would say that the taxpayers of all the coun- 
tries that are members of this institution assume a certain risk to the 
extent of the participation of each country, because the $100 million 
which will be put into this venture will be necessarily public funds, 
so the American taxpayer assumes the risk up to $35 million. The 
foreign taxpayers assume it to the extent of $65 million. 

Mrs. Grirrirus. That is all I want to know. Thank you. 

Mr. Reuss. Mr. Chairman. 

The Cuairrman. Mr. Reuss. 

Mr. Reuss. I have a number of questions, including one along the 
lines Congresswoman Griffiths asked you. 

Am I right in thinking that the main thing that the proposed IFC 
does which the World Bank does not do is to make direct loans to 
foreign private industries not guaranteed by the government of the 
recipient country ; is that correct ¢ 

Mr. TenenBAUM. In a sense, yes, and in a sense, no. They don’t 
make loans to foreign companies. The idea is more in the nature of 
venture capital. That means that they will participate with foreign 
capital, and private American capital in the creation of new ventures. 
That seems to be the idea. It seems to me that a direct loan, just 
between a foreign company and the [FC—I may be wrong—but I 
think it is my understanding of the charter that this bilateral thing 
is not foreseen. 

Mr. Reuss. Maybe I am not clear on it. Will you tell me exactly 
what it is that the IFC is supposed to do which the International Bank 
for Reconstruction and Development cannot do? 

Mr. Tenensaum. If you have a business venture, either agricul- 
tural or industrial, in one of the underdeveloped countries, one thing 
the IFC will be able to do will be to provide funds in participation 
with other investors—we have to keep that in mind that it will be 
in participation with other investors. 

Mr. Reuss. There is nothing to prevent the World Bank from par- 
ticipating with private investors ? 

Mr. TeNENBAuM. Yes; but the World Bank can only provide the 
funds on the condition that the Government or its equivalent in the 
country concerned gives a guaranty. The IFC will not have to obtain 
such a guaranty. 
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Mr. Reuss. That was the point I was making. Our minds are 
together then that the thing that the IFC can do which the World 
Bank cannot do is to make an investment without securing therefor 
the guaranty of the recipient government ; is that correct 

Mr. TenensaumM. That is correct. 

Mr. Berrs. Will you yield? 

Mr. Reuss. Surely. 

Mr. Berrs. Would you mind following through to have the witness 
explain again the difference between loans by Export-Import 
and IFC? 

Mr. Reuss. Yes. 

Mr. Tenenbaum, would you explain for the benefit of Mr. Betts 
and the rest of us the difference between the proposed IFC type of 
investment and that made by the Export-Import Bank? 

Mr. TenenBpaum. Well, the Export-Import Bank cannot provide, 
as far as I understand it, any venture capital. It means the Export- 
Import Bank has to make sure that the money it lends will be reim- 
bursed. I mean generally the way it works is that the loan is in a 
sense given to the American company which ships material abroad 
and which does not have the financing possibilities to give these long- 
term credits, so it is a completely different operation altogether. It 
is not in the nature of venture capital. Basically the operations of 
the JFC will be somewhat of an investment bank operating in the 
Uniied States. Supposing you know of oil wells, or you have the 
title on it, and you don’t mave the money to develop them. Then you 
go to a bank or to some company which has technical know-how, and 
you work up a deal. The similarity exists in the sense that it is a 
venture because there is risk involved. Naturally no one would put 
up money unless there is a reasonable assurance that it would succeed. 

With the IFC it will be basically the same idea, with the exception 
that it will be primarily operating in the underdeveloped countries, 
and that the financial organization will be the IFC, which will provide 
the marginal capital between the various parties concerned. 

Mr. Reuss. Am I right in thinking that whereas the Export-Import 
Bank is solely a United States operation, that the IFC, like the Inter- 
national Bank for Reconstruction and Development, would be open 
to membership by a great number of countries? 

Mr. TENENBAUM. Yes, sir. 

Mr. Reuss. Let me ask you this question, which is the reason I have 
asked these preliminary questions: Why in the world do you need to 
set up a very comprehensive, sprawling, and it seems to me expensive 
bureaucratic arrangement when I should think that the presently 
constituted International Bank for Reconstruction and Development 
could perfectly well have its charter amended to permit this additional 
nonguaranteed function that you are talking about? Why set up a 
new organization ? 

Mr. Tenennaum. In the first place, I don’t think that the IFC 
will involve an expensive administrative setup, because it is going 
to be an affiliate of the World Bank, and the idea seems to b> ‘hat 
the personnel, with all the experience and know-how which the World 
Bank already has, will also operate and be working on these things. 
From an administrative point of view it will be rather inexpensive. 
In addition, you have the benefit of the technical know-how and expe- 
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rience which the World Bank in these years has been accumulating 
in a rather pioneering venture. 

Mr. Reuss. If that is the case, and if World Bank employees are 
apparently to wear 2 hats, 1 a World Bank hat and the other an IFC 
hat, why bother with 2 organizations and 2 hierarchies and tiers of 
officials / 

Mr. Tenensacm. It would involve a revision of the charter of the 
International Bank. It seems that it would be more advisable and 
appropriate to do it this way than the other way around. 

I think this is more a technical question, and it seems to be easier, 
particularly as this is something new. It is a new pioneering thing, 
and experience will see how it works out. 

Mr. Revss. If it turned out that the method of amending the World 
Bank charter so as to permit this new function was more in the interest 
of economy and efficiency than to pass into existence an entirely new 
organization, the Washington Board of Trade would be for that more 
economical and efficient method; would it not # 

Mr. Tenensaum. I wouldn’t be able to say what the position of the 
Washington Board of Trade would be, but our position has been gen- 
erally to support and encourage all measures and proposals of the 
Government which try to promote more world trade and foreign in- 
vestment. It is from this point of view that we have been supporting 
thisthing. I think these technical questions can be worked out among 
technicians, who know how to do these things, and the future will tell 
what should be done. 

Yet, you have to remember that right now the world economy has 
fortunately come back to a stronger position, and we are at the begin- 
ning of a new era. There are all sorts of things involved. We are 
somewhat pioneering in this field, and experience will teach what 
will be the best way. 

The IFC will, among other things, accomplish one thing, of sub- 
stituting more private enterprise and initiative to public* entrepre- 
neurial activities which have been taking place in many of the under- 
developed countries. We think this should be left to private enter- 
prise rather than having the governments do it under State auspices. 

Mr. Mcurer. Mr. Reuss, will you yield to me on that point ¢ 

Mr. Reuss. Yes. 

Mr. Mvvrer. I think the reason it is being done this way is this 
would be the more effective and expeditious way of setting it up. 
The idea is not that there is any feeling against putting this power 
into the World Bank. Remember, the World Bank was organized 
lirst by all these countries, agreeing to the charter. Then so far as 
this country was concerned we had to enact legislation to permit our 
country to go into it, and to approve what was done. 

We must go through that same procedure, whether we do it this way 
or by an amendment of the World Bank charter. The desire is to keep 
the two, at least while this is in the pioneering stage, independent of 
ach other. If you are going to do it by an amendment of the World 
Bank charter, you run into all sorts of administrative difficulties, and 
you have to come back to the Congress in any event to approve that 
change. This is a change in substance rather than just an incidental 
power of administration. 

Mr. Reuss. Yes, although I should think, Mr. Multer, that it might 
be sensible for Congress, if it is going to pass legislation of this sort, 
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to give the administration the option of proceeding either to set up 
a new organization or to proceed for the amendment of the World 
Bank Charter. I certainly would be loath to seeing a whole new organ- 
ization come into being if its functions were so like an existing organ- 
ization that we had better give that initial organization initial power. 

Mr. Mutter. The difficulty is that you must work up in a charter of 
this kind all these details, by negotiation and agreement, with all these 
various countries, 56 of them, as to this particular charter. That 
confronts you with all sorts of difficulties in trying to get it all agreed 
upon first. If we are simply going to give them the power, we might 
give them too much power by the enabling act, and may not like what 
they come up with. This way we have an agreement that was negoti- 
ated, they come in and give us the result of the negotiation, and say 
“This is what we would like to do. You either approve or dis- 
approve.” 

We can approve or disapprove, or we can impose additional con- 
ditions. In each case you are dealing with many different countries. 
It would be extremely difficult, I think, to do it by amendment of the 
World Bank Charter rather than this way, even though actually it 
would be the one bank running both institutions. 

Mr. Reuss. I thank the gentleman from New York. 

I just have a couple of more questions on the subject explored by 
Mrs. Griffiths, and that is this: 

As I understand it, the form of investment, while it can vary a good 
deal, is basically one of a loan or debenture, either for a fixed rate of 
interest or for a rate of interest fluctuating with the profits of the 
corporation in which the investment is made, and there is a further 
provision that, to the extent possible, these direct investments will be 
sold to private investors, as soon as they may be; is that correct? 

Mr. Tenenspaum. That is right. 

Mr. Revss. I have this difficulty with the proposal: It seems to me 
from what I have heard that the good investments, the nonsour invest- 
ments, would, of course, be promptly gobbled up by private investors 
who would be just delighted to get in on a good thing. The sour ones, 
of course, would be left in the lap of the International Finance Cor- 
poration, and when you couple that fact with the fact the International 
Finance Corporation is by the proposed charter not enabled to invest 
in stocks of the Corporation, I would be afraid that you would find 
IFC stuck with a good many lemons, and it couldn’t even exercise the 
normal control of a common or preferred stockholder with regard to 
those lemons. It would just be a poor old debentureholder that would 
be not entitled to participate in the management of the company, even 
though it felt that the management of a particular company was 
very bad. 

If those fears of mine are true, isn’t some strengthening of the 
proposed charter of the IFC needed ? 

Mr. Tenenpaum. Experience will show whether it will be needed 
or not, but, on the other hand, I would like to say this, that the 
International Bank for Reconstruction and Development has an 
extremely able and efficient management, and it has an excellent 
reputation throughout the entire world. I personally, through my 
familiarity with these things, am rather doubtful whether there will 
be any lemons or any at all, knowing some of the people who will have 
to pass on the loan applications. You have to deal in any venture 
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of this sort with certain human elements, such as experience and 
capability of people. 

I think that we can trust the International Bank because they will 
be basically the same people to administer it and there will be very 
few lemons if at all. 

Mr. Reuss. I hope, sir, you are mistaken in that because‘unless there 
are some lemons it seems to me the IFC wouldn’t fulfill its functions 
providing risk capital. Risk capital implies there are some losses. 
What I am concerned about is as to those investments which show 
come dangers of becoming losses the IFC under the proposed charter 
would not be enabled to exercise the normal controls of equity manage- 
ment. It would merely be in the form of a debentureholder, and if 
it saw a company headed toward destruction there isn’t much it 
could do about it. 

Mr. Tenenpaum. I have the impression that the people and the 
management of the World Bank—the board of directors would be 
the same for both IFC and the World Bank—that they want to make 
out of this a success, and they will do everything possible to make it a 
success. And they have their reputation at stake in this venture. I 
will even go so far, and I say that in my own capacity, and not on 
behalf of the Board of Trade, that even if it turned out that there 
would be failures it would be certainly worthwhile, maybe to lose a 
million or $500,000 in 1 or 2 ventures, if the operation, on the whole, 
on a broad scale, were successful, because this loss will be made up 
in the long run by gains in other ventures. It will be worthwhile, 
even if you look at the risk aspect of any venture. 

Mr. Reuss. I agree with you that you can’t make an omelet without 
breaking eggs. 1 was just concerned that as to broken eggs we have 
some power to cut our losses there. 

Thank you. 

Mrs. GrirriraH. Would you yield? 

Mr. Chairman, may I ask one more question 4 

Mr. Reuss. Yes. 

The CuarrMan. Mrs. Griffiths. 

Mrs. Grirrirus. As a matter of fact, the International Finance 
Corporation has to guarantee securities of private investors, does 
it not? 

Mr. Tenensaum. No, they don’t have to guarantee it. They will 
yut up a certain portion of the money and the bulk of the money will 
. put up by private investors. They supply only the marginal part 
in the form of debentures. There is no guaranty involved. 

Mr. Founrarn. It has the power to guarantee securities. 

Mrs. Grirrirus. Section 6 says: 

In addition to the operation specified elsewhere in this agreement, the corpora- 
tion shall have the power to guarantee securities in which it has invested in 
order to facilitate their sale. 

It has the power to guarantee. 

Mr. Tenesaum. I don’t have the text before me. 

Mr. Mvrrer. Will you yield? 

Mrs. GrirrirHs. Yes. 

Mr. Mvrrer. I think that is intended to permit them to sell to the 
public the loans or the securities, on which they make a loan in the 
first instance. In other words, the bank makes a loan to a company, 
takes back a mortgage, or a bond or other security. It in turn may 
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sell that. It is impowered to guarantee the payment of that, obliga- 
tion to the purchaser from the bank. 

Mrs. Grirrirus. Thank you. 

Mr. Asniry. May I ask a question, Mr. Chairman? 

The Cuarrman. Mr. Ashley. 

Mr. Asutry. Is there any guaranty that you know of that the IFC 
will make possible venture capital which I agree is needed in under- 
developed nations; will make this venture capital available to under- 
developed nations, as against nations which are in a state of develop- 
ment ? 

You, for example, mentioned Brazil, which I don’t believe in my 
mind I would classify as an underdeveloped nation. I wonder if 
there is any classification of nations with respect to state of develop- 
ment, and 1f there is any provision that you know of that would direct 
this venture capital to the nations that need it most? 

Mr. Tenenpaum. Here in article I of the charter as I have it here 
in the document, it says: 


The purpose of the corporation is to further economic development by en- 
couraging the growth of productive private enterprise in member countries, par- 
ticularly in the less developed areas, thus supplementing the activities of the 
International Bank. 


So nothing is exclusive in this thing. The emphasis is on the de- 
velopment of the so-called less developed areas. 

With regard to Brazil, it is a matter also of definition and semantics, 
because there is no doubt that in all of the Latin American countries 
there are many undeveloped natural resources. 

Mr. Asutry. The lending power is discretionary, and the authority 
exercising this discretion would be the Board of Directors of the 
International Finance Corporation ? 

Mr. 'TenenBAUM. Exactly. 

Mr. Asntry. That is all I have, Mr. Chairman. 

The CnarrmMan. Are there any further questions? 

If not; Mr. Tenenbaum, you are excused. We are glad to have your 
views, and they will be considered when the committee meets in execu- 
tive session. 

The committee will adjourn to meet tomorrow at 10 o’clock. 

(Whereupon, at 11:50 a. m., the committee adjourned.) 

(The following statements were submitted to the committee :) 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., July 8, 1955. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives. 

DEAR Mr. SPENCE: We understand your committee is about to consider legis- 
lation authorizing, in accordance with the President’s recommendation, United 
States membership in the proposed International Finance Corporation. 

This Department strongly supports this recommendation. The Corporation 
would serve to promote productive private enterprise in friendly countries. It 
would do so in association with private investors, and it would seek to stimulate 
the flow of private capital into productive investment in member countries. 

This Department supports the President’s recommendation because of the 
great interest the United States has in economic development and the encourage- 
ment of productive private enterprise in friendly countries. We believe further 
that economic development and the expansion of private investment abroad 
will help to build up larger markets for the many agricultural commodities 
that United States farmers produce in excess of domestic demand. 
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We are, at present, confronted with a situation of burdensome agricultural 
surpluses in the United States and in some foreign countries while at the same 
time levels of nutrition are extremely low among many millions of people. The 
principal reason for this paradox is the lack of adequate purchasing power in 
the less developed areas of the world. 

Promotion of productive private enterprise by means of the proposed Cor- 
poration could cause a rise in income and purchasing power of these areas sey- 
eral times the amount of capital of the Corporation. Thus it could make a 
significant contribution to the expansion of agricultural markets and the attain- 
ment of a better balance between production and consumption of foods and other 
agricultural commodities. 

The Budget Bureau advises that this proposed legislation would be in accord 
with the program of the President. 

Sincerely yours, 
TRUE D. Morse, Acting Secretary. 





UNITED STATES COUNCIL OF THE 
INTERNATIONAL CHAMBER OF COMMERCE, INC., 
New York 17, N. Y., July 6, 1955. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Rerpresentatives, Washington, D. C. 

Sir: It is our understanding that the Committee on Banking and Currency 
will soon consider legislation authorizing United States participation in the pro- 
posed International Finance Corporation. Since the committee may have avail- 
able only a very limited amount of time to hear public witnesses, we would like 
to express by means of this letter the support of the United States Council for 
the bill under consideration. However, if in addition members of the Commit- 
tee on Banking and Currency would like to have someone testify in behalf of the 
Council, we would be happy to arrange for such an appearance. 

The United States council is an association of private business enterprises and 
trade associations which represents the interests of the American business com- 
munity in the International Chamber of Commerce, a federation of similar 
organizations representing the business interests of 36 different nations. The 
policy recommendations of the council represent the thinking of American busi- 
nessmen active in its work and are based upon their understanding of what is 
the best interest of the United States. 

The United States council believes that the International Finance Corporation 
would contribute substantially toward stimulating private investment in under- 
developed areas and thereby assist in the process of economic development. It 
believes that such development is in the economic interest of our country. 

The United States and other advanced nations benefit directly when a develop- 
ing country is enabled to import goods for its new enterprise and projects. 
More important, as the process of development results in higher incomes, coun- 
tries like the United States can expect a continuing and increasing demand from 
these countries for imports of consumer goods or of machinery and equipment 
for further development. 

The United States council is convinced that private foreign investment can 
make a unique contribution to this process in that it makes foreign exchange 
available to the developing nation; it undertakes projects which promise to be 
productive since it seeks a return; it carries with it technical knowledge and 
managerial skills. 

However, the flow of private capital abroad has been disappointingly small. 
In order to find out why this has been so and to seek ways in which the tow 
might be increased, the United States council has participated with the In- 
ternational Chamber of Commerce in a continuing study of this problem. Our 
experience and study have convinced us that, although there have been im- 
provements in some countries, one of the chief hindrances to a more adequate 
movement of private investment funds lies in conditions existing in prospective 
creditor countries—the so-called climate for investment. The threat of ex- 
propriation, discriminatory regulations, excessive taxation, and inability to 
repatriate earnings deter investors from risking their funds abroad. 

The council is therefore especially concerned that any proposal for supplement- 
ing existing funds for economic development not serve to perpetuate the very 
conditions which have hindered a more adequate flow of private capital funds. 
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It has accordingly not been able to support earlier proposals for organizations 
to supplement private investment. 

The council believes, however, that the proposal under consideration here 
would improve the climate for private investment in the underdeveloped areas 
and increase the availability of investment funds, thereby assisting materially 
in economic development. 

The Corporation will act to bring together prospective investors and those 
with investment opportunities. In addition, where there is insufficient private 
capital on reasonable terms it will participate with private investors in under- 
takings which promise to contribute to economic development. 

Its resources will be small relative to capital requirements but its participa- 
tion should result in making available an amount of capital which exceeds its 
own contribution. We say this because it is intended that the Corporation will 
generally engage in financing only where new private capital is being invested. 
In no case will the Corporation participate where there is not some private equity 
capital. 

The Corporation’s contribution will thus be only a supplement to the capital 
of domestic or foreign private investors. However, in most cases this supple- 
ment will be a crucial one because the funds of the International Finance Corpo- 
ration are not to be used to compete with private capital. Its participation in 
a project would imply then that the managers of the Corporation consider that 
without its funds the enterprise either would not exist or would operate on a 
smaller scale. 

In addition to increasing the availability of capital funds through encourag- 
ing private investment, the Corporation should be able to influence governments 
to improve the climate for private foreign investment. 

The terms of the Corporation’s charter would not permit it to finance govern- 
ment enterprises nor to undertake its own projects. Its resources could only be 
used in participation with private capital and when the management of the Cor- 
poration was satisfied that its action would encourage private investment. 

Therefore, the International Finance Corporation would operate only in those 
countries where the investment climate was reasonably good or where it could 
influence lawmakers or administrators to adopt more favorable regulations and 
attitudes, 

It is true that the propspect of securing the assistance of the Corporation in 
economic development would not be enough alone to change the attitudes of 
those intellectually and emotionally committed to State planning. However, its 
prestige and resources could be decisive as an additional influence on govern- 
ments more favorably disposed toward private enterprise. 

Furthermore, the results of the activities of the International Finance Cor- 
poration in participation with private investors in some countries will show 
others by practical example what can be accomplished when a reasonably favor- 
able climate exists. 

The council, then, is convinced that the proposed International Finance Cor- 
poration would encourage private investment by increasing directly the avail- 
ability of capital funds and by influencing governments to improve investment 
climate. It therefore urges the adoption of legislation authorizing the United 
States to participate in the International Finance Corporation. 

Very truly yours, 
Lioyp K. NEIDLINGER, 
Executive Director. 





INVESTMENT BANKERS ASSOCIATION OF AMERICA, 
New York 4, N. Y., July 8, 1955. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House Office Building, Washington 25, D.C. 

DeAR Mr. Spence: As chairman of the foreign investment committee of the 
Investment Bankers Association of America, I testified before the Senate Com- 
mittee on Banking and Currency on June 7, 1955, in support of the proposal to 
form an International Finance Corporation. 

I had hoped to appear before your committee also, but understand that your 
hearings are scheduled for the latter part of next week, at which time I will be 
away. However, I am enclosing for the record a copy of my statement before the 
Senate committee. 

Sincerely yours, 
R. H. CRAFT. 
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STATEMENT OF Ropert H. Crarr, CHAIRMAN, FOREIGN INVESTMENT COMMITTEE, 
INVESTMENT BANKERS ASSOCIATION OF AMERICA 


By way of identification, I am Robert H. Craft, executive vice president of 
American Securities Corporation, a corporation engaged in the general securities 
business at 25 Broad Street, New York 4, N. Y. 

I am also a vice president of the Investment Bankers Association of America 
and chairman of the association’s foreign investment committee. The board 
of governors of the Investment Bankers Association has authorized me to appear 
today before this committee to testify in behalf of the foreign investment com- 
mittee in support of the proposal to form International Finance Corporation 
as an affiliate of the International Bank for Reconstruction and Development, 
as proposed in Senate bill 1894. 

For the record, the IBA is a voluntary unincorporated trade association of 
investment bankers and security dealers who underwrite and deal in all types 
of securities, both foreign and domestic. It was organized in 1912 and has oper- 
ated continuously since that time. As of June 1, 1955, our association had 807 
members engaged in one phase or another of the securities business in the United 
States and Canada. Our 807 members had, in addition to their main offices, 1,222 
registered branch offices. We thus have members with either main or branch 
offices in practically all parts of the country. 

My statement will be confined to several aspects of the proposal with particular 
emphasis on the effects we believe International Finance Corporation would 
have on private investment abroad. 

The primary interest of the members of our association in the foreign field 
is to contribute, through the stimulation of private enterprise, to the economic 
development of the less developed sections of the free world. One important 
prerequisite to this objective is the creation of conditions in which private 
capital can be encouraged to go abroad. We believe it is desirable also to sub- 
stitute private capital for Government aid and capital to the extent possible. 

We recognize that there was no practical alternative in the immediate postwar 
years to the use of Government funds for rehabilitation. Relief of war-stricken 
areas has been largely completed. Some progress is being made in the transition 
from the giveaway program of economic aid to governments to the granting of 
loans for private industrial development. The next logical step is the substitu- 
tion of private for Government capital. 

It may take some time to remove all of the obstacles and hazards to foreig: 
investment that now exist. On the other hand, there appears gradually to be 
developing a more favorable atmosphere. There is, for example, an increasing 
consciousness on the part of many foreign countries of the need for creating a 
more favorable climate for the attraction of American capital. Some countries 
have done something about getting their internal houses in order by dealing 
effectively with fiscal problems, by taking steps to clear up past defaults, to 
revise laws so as to provide equal treatment for foreign capital, and by offering 
tax and other incentives. There are other countries in the process of adopting 
similar programs. 

Along with this progress, the general substantial worldwide economic recovery 
that has taken place during the past several years has contributed to an increas- 
ing interest on the part of American capital in seeking outlets abroad. Unfor- 
tunately, the cost of the exploratory and investigative work preliminary to 
undertaking private investment abroad and a lack of know-how to approach 
foreign investments intelligently have been substantial deterrents to the free 
flow of this capital. 

In our opinion, International Finance Corporation would provide a mechanism 
through which some of the existing roadblocks could be eliminated. Private 
capital that has been justifiably reluctant to undertake foreign investment alone 
unquestionably would be encouraged to participate in partnership with an 
organization such as International Finance Corporation that will have available 
the experience and facilities of a highly trained and competent staff that has 
established a record of accomplishment in the foreign field. There are other 
groups of private investors that would be attracted to purchase from Interna- 
tional Finance Corporation investments that have become seasoned and invest- 
ments in which a satisfactory earnings record had been established. This latter 
demand should assure satisfactory turnover of International Finance Corpora- 
tion funds. 

Actually, there are several pools of capital that are to be devoted exclusively 
to foreign investment which are now in process of formation. Each of these 
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has been motivated in part by the prospect of entering into joint ventures with 
International Finance Corporation. 

The record of the International Bank for Reconstruction and Development 
affords a criterion of what might be expected from International Finance Corpo- 
ration under similar management. It is not insignificant that the World Bank 
recently has been successful in attracting an increasing amount of private insti- 
tutional capital to participate in loans that have been made by the World 
Bank. We believe the same would be true of sophisticated private and corporate 
funds, and probably to a greater degree in the case of International Finance 
Corporation because its proposed fields of operations and the types of securities 
in which it will be permitted to invest are of a nature that would be of more 
interest to private investors, who for the most part seek opportunities for 
capital appreciation. 

The proposed articles of incorporation, in our judgment, contain proper safe- 
guards. International Finance Corporation will not be permitted to make equity 
investments nor will it exercise control over ventures in which it holds an 
interest. Secondly, there is provision that International Finance Corporation 
will not be permitted to borrow from the World Bank. Thirdly, under the pro- 
posed Articles, the Corporation will have no advantage over private capital by 
reason of preferential treatment of the Corporation’s positions in foreign invest- 
ments. These, in our opinion, are desirable restrictive covenants. 

Although there has been some expression of opinion that the projected scale 
of operations of the International Finance Corporation would be too small to 
have a significant impact on the economies of underdeveloped countries, we look 
upon International Finance Corporation as a pump-priming operation that would 
pave the way for an accelerated flow of private capital, rather than the sole 
supplier of funds needed for development of private enterprise ventures. Of 
course it is contemplated that funds of the Corporation will be revolved as 
rapidly as possible through the sale of its holdings to private investors, and pro- 
vision in addition is made for borrowing through sale of the Corporation’s own 
securities. 

Many countries are anxious to attract American capital. International Fi- 
nance Corporation, drawing upon the experience of the World Bank staff and 
personnel, can do much to guide member countries in the creation of condi- 
tions that are conducive to the attraction of this capital. 

As a matter of principle, we are opposed to competition by government in 
fields in which private capital can do the job. We believe that International 
Finance Corporation will neither hinder nor compete with private capital, but 
on the contrary will help create conditions in which the flow of private capital 
will be expanded at a much more satisfactory rate than would otherwise be the 
case. 

We believe that our times with the free world can best be strengthened 
through the promotion of the free movement of goods and capital. The concept 
of International Finance Corporation provides the vehicle for achieving one 
of these two basic objectives, and inevitably one will follow the other. In brief, 
it is our conviction that Senate bill 1894 is in the public interest, and we urge its 
adoption. 





NATIONAL ForEIGN TRADE CouNctL, INC., 
New York, N. Y., July 11, 1955. 
Subject: Participation of the United States in the International Finance Cor- 
poration (H. R. 6228). 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Str: The National Foreign Trade Council is opposed to the suggested 
International Finance Corporation as not only wrong in principle but as lacking 
in any practical justification. The commendable objective of seeking to expand 
and promote private investment throughout the world does not, in our opinion, 
justify the utilization of public funds for an experiment in international 
venture-capital financing. The council would urge, therefore, that the United 
States neither accept membership nor subscribe in any way to the proposed 
Corporation. 

It would be appreciated if you will make this letter and the accompanying 
detailed statement part of the record of the hearings of the Committee on 
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Banking and Currency on H. R. 6228 which provides for the participation 
of the United States in the International Finance Corporation. 
Very truly yours, 
JOHN Quirk, Vice President. 


STATEMENT CONCERNING PARTICIPATION OF THE UNITED STATES IN THE 
INTERNATIONAL FINANCE CORPORATION 


The National Foreign Trade Council is a voluntary, nonprofit association, 
founded in 1914, and comprising in its nationwide membership manufacturers, 
merchants, exporters and importers, rail-, sea-, and air-transportation interests, 
bankers, insurance underwriters, and others engaged in foreign trade and 
investment activities. 

The council has a vital interest in international commercial and investment 
relations. It is obviously concerned that every effort be made to strengthen 
and improve these relations. Beyond this, however, the council believes that 
such measures as are taken should at all times be consistent with the national 
interest of the United States and with the American system of free, private, 
competitive enterprise. Guided by these principles, careful and studied con- 
sideration has been given to the ideas which underlie the proposed International 
Finance Cor) oration, to the provisions of the articles of agreement establishing 
such an institution, and to the advisability of participation therein by the 
United States as contemplated in H. R. 6228. 

The National Foreign Trade Council is opposed to the suggested International 
Finance Corporation as not only wrong in principle but as lacking in any 
practical justification. Furthermore, several provisions in the draft charter 
are considered to be affirmatively dangerous. These include the power to invest 
in enterprises in which there is governmental or other public interest and the 
authority to give open-end guaranties to marketed securities. The council 
would urge, therefore, that the United States neither accept membership nor 
subscribe in any way to the proposed Corporation. 

Throughout the free world there is a clear, continuing, and common need for 
sound industrial development. The question, however, is not whether this is a 
desirable objective, but how it is to be achieved, by what means the varying 
potentialities may most effectively and appropriately be realized. Experience 
surely suggests that industrial development would best be left entirely to private 
enterprise employing private funds in productive investment, rather than en- 
trusted in whole or part to governmental institutions using public funds. Busi- 
ness investment, in short, should be governed by the merits of the opportunities 
offered, not by political considerations or decisions. 

Private resources are available to provide risk capital, and are doing so where 
there are reasonable opportunities or prospects for success and where fair 
treatment is accorded the investment. Last year, in fact, the combined private 
investments of this type moving abroad from the United States and Europe were 
estimated to equal upward of $2 billion. Nevertheless, the council has repeatedly 
pointed out measures which might be and should be taken to encourage and 
stimulate still greater private investment. In particular, it has emphasized 
that the basic requirement is for environments propitious to local capital forma- 
tion and to the unhampered movement of capital into areas and activities where 
the greatest contribution to economic growth may be made. In addition to pri- 
vate equity and credit resources, there are substantial supplemental sums avail- 
able on a loan basis from existing national and international agencies. New 
financing of this type currently amounts to hundreds of millions of dollars an- 
nually. Thus, even apart from the more fundamental objections, it is by no 
means clear why there should be a need for public funds to finance business ven- 
tures around the world. In any event, the United States Government should 
not appropriate its funds for participation in such a project, the more especially 
where the intent is to provide risk capital. 

There is a real danger that the creation of yet another international financial 
institution would only serve to encourage those who hope and prefer to obtain 
public rather than private funds. There is a concomitant possibility that it 
may tend to obscure the need for improving the investment climate. The dis- 
advantages of the IFC in delaying or reducing the flow of private funds could 
thereby far outweight any modest benefit it might achieve by its direct efforts. 

Since 1952 three successive national foreign trade converitions sponsored 
by the National Foreign Trade Council have taken particularly vigorous ex- 
ception to the injection of a governmental or intergovernmental agency into 
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the field of equity financing. Each has emphasized that participation by the 
United States in any» scheme involving such intervention would stand in con- 
flict with the fundamental concepts of our private-enterprise system. After 
careful study and detailed analysis of the draft charter or articles of agree- 
ment for the corporation and of the accompanying explanatory memorandum, 
it is quite apparent that these and other basic objections of the national foreign 
trade conventions to the proposal have not been met. Actually, no substantive 
change has been made, in spite of the fact that the Corporation is now specifically 
precluded from initially making investments in capital stock. It is obviously 
still intended that the IFC should provide venture or risk capital, which is 
the true function of equity financing. There has been no compromise in principle 
as to the purpose to provide funds which are functionally venture or entrepre- 
neurial capital, and the concessions appear not to extend beyond the form of 
the initial investment. In practical terms, then, the IFC will be engaged in 
equity financing. 

These fundamental objections to the whole IFC approach constitute, in 
the opinion of the council, sufficient justification for a rejection of the IFC 
proposal by Congress. 

There are, however, other disturbing features, somewhat more technical in 
character, associated with the draft articles of agreement to which the United 
States is now being asked to subscribe. Inasmuch as the council’s opposition 
is to basic concepts and only incidentally to the provisions of a particular 
document, no special attempt has been made to single out every merit or 
deficiency thereof or to suggest appropriate, corrective revisions. As long 
as the underlying idea and intent are still to provide venture capital, no 
charter, however phrased, can be completely satisfactory or acceptable to those 
who are opposed to the IFC as a matter of principle. 

Some of the specific provisions actually are, in effect, merely formal expres- 
sions and extensions of the original concepts to which exception already has 
been taken. They are faulty because the idea on which they are based is wrong. 
For example, it is contrary to our established beliefs regarding the proper 
relationships between government and business for a public institution to be 
endowed with the right and power to engage in risk financing of business 
ventures as contemplated under article IIT. 

While the ostensible and professed purpose of the Corporation is to assist 
or work with private investors, article III, section 1 specifically allows the 
Corporation to invest in an enterprise where there is a governmental or other 
public interest. Technically this provision may be designed to cover special 
circumstances, but at the same time it opens the way to the financing of govern- 
mentally directed and controlled business projects and can expose the Corporation 
to outside political pressures. Moreover, once having taken over an enterprise 
under article III, section 4 “for the protection of its interests,” the Corporation 
apparently would be able to operate this enterprise under article VI, section 9 
(a) immune from taxation and, therefore, in a specially privileged position 
vis-a-vis competitive private enterprise. 

Article III, section 3 (vi) states that “the Corporation shall seek to revolve 
its funds by selling its investments to private investors whenever it can ap- 
propriately do so on satisfactory terms.” Even under the most favorable con- 
ditions it cannot be expected that all the financial ventures of the IFC would 
turn out equally well, and the reasonable course would be to anticipate at least 
some failures and some borderline cases. The Corporation, in complying with 
the intent expressed in article III, section 3 (vi), would be faced with situations 
where its capital funds could gradually be tied up in near-worthless or less salable 
securities while the more marketable investments were sold to private investors. 
As an alternative, the Corporation might attempt to retain its best income-pro- 
ducing securities in order to compensate for the losses incurred elsewhere. It 
would, therefore, seem rather doubtful whether without the periodic provision 
of additional capital the funds of the Corporation could be revolved sufficiently 
to meet the stated purposes on a worldwide basis. 

Among its other powers the Corporation would be authorized by article III, 
section 6 (i) to “borrow funds” and by section 6 (iii) to “guarantee securities 
in which it has invested in order to facilitate their sale.” Both actions would 
enable the Corporation to extend its operations far beyond the amount of capital 
subscribed, and could expose the Corporation to contingent liabilities far in excess 
of its capital and assets. 

Initially, concern also was expressed over the wide powers granted the board 
of governors of the IFC to amend the articles of agreement under article VII 
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and to increase the capital stock of the corporation under article II. In this 
instance, however, H. R. 6228 affords specific protection by reserving to Con- 
gress the sole right to authorize concurrence in an amendment or acceptance of 
an increase in capital stock, as well as requiring like authorization before the 
United States may subscribe to additional shares or make any loan to the 
corporation. 

The articles of agreement are susceptible at several points to varied and pos- 
sibly conflicting interpretations. It is apparently intended that the explanatory 
memorandum which accompanies the articles of agreement should serve to define 
and clarify its provisions, thereby easing possible concern as to the course which 
the corporation could or might pursue. While the articles of agreement confer 
wide powers on the corporation, the memorandum suggests the desirability 
of limitations by stating either that particular powers “presumably” will be em- 
ployed in an indicated way or will be exercised infrequently. However, since 
the memorandum by explicit reference is ‘not a part of the charter,” it cannot be 
regarded as having any authority or binding force should questions of interpre- 
tation arise. Thus, every provision of the charter must be appraised as it reads, 
not as it has been adapted or modified in the explanatory memorandum. 

In view of the widely divergent concepts, attitudes, and expectations known 
to exist between countries, both with respect to the role of the IFC and the role 
of private enterprise investment, it is conceivable that the corporation if estab- 
lished will be found generally wanting, satisfying neither the host countries 
where the investments are to be made nor the source countries from which the 
capital is to come. 

The commendable objective of seeking to expand and promote private invest- 
ment throughout the world does not justify the utilization of public funds for 
an experiment in international venture capital financing. 


STATEMENT OF THE AMERICAN PAPER & PULP ASSOCIATION IN OPPOSITION TO 
S. 1894 anp TITLE II or H. R. 6228, To PROVIDE FOR THE PARTICIPATION OF THE 
UNITED STATES IN THE INTERNATIONAL FINANCE CORPORATION 


This statement is submitted in behalf of the American Paper & Pulp Association 
in opposition to 8. 1894 and title II of H. R. 6228. The American Paper & Pulp 
Association is the overall trade association for the paper and pulp industry in the 
United States. The paper and pulp industry is the fifth largest industry in this 
country and has a total investment of $7,600 million with annual sales approxi- 
mating the same amount. 

Successful investment of venture capital historically has, in the case of free 
enterprise nations, been the province of private investors. This has not de- 
veloped by way of coincidence but because of the fact that private investors 
employing private funds have had to achieve a high degree of skill and fore- 
sight in their art or else fail, a penalty not shared by governmental institutions 
employing public funds. 

United States participation in the proposed International Finance Corpora- 
tion would be a further step in derogation of the American system of free en- 
terprise and would be unwise in that it would tend to shift, at least in part, 
responsibility for investment of risk capital in underdeveloped countries, from 
those most experienced in the field, the professional risk takers, the private in- 
vestors, to an intergovernmental agency. 

Because of the international membership of the corporation, international 
political considerations will influence the investment of a substantial portion 
of its funds. This is contrary to a most elementary principle of economics 
which indicates the flow of capital into enterprises and into areas wherefrom 
the greatest growth may be expected. The provision of article III of the arti- 
cles of agreement of the corporation which permits investment in an operation 
in which there is governmental interest opens the door to intervention of politi- 
cal pressure upon those individuals responsible for approving investments. The 
provision of the articles granting power to the corporation to guarantee securi- 
ties in which it has invested in order to facilitate their sale is unsound economi- 
cally because in view of the guaranty provision it is unlikely that private in- 
vestors will buy securities held by the corporation without the guaranty. 

Much private capital today is going abroad and into areas where sound in- 
vestment is urgently needed without the necessity of an international finance 
corporation. The placing of this investment capital is being governed by the 
time-proved methods of intelligent financing. We agree that the free world needs 
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capital and support the administration's views that Government funds cannot 
end should not be regarded as the basic source of capital for international in- 
vestment. It is submitted that the investment of this needed capital should be 
governed by the economic and financial dictates of the investment opportunities 
as they may arise and not by an international agency. We oppose 8. 1894 and 
title II of H. R. 6228 and urge that neither be reported from this committee. 





THE AMERICAN BANKERS ASSOCIATION, 
Washington, D. C., July 15, 1955. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DEAR Mr. SPENCE: The enclosed statement sets forth the views of the American 
Bankers Association in support of the bills before your committee providing for 
United States participation in the International Finance Corporation. It will 
be appreciated if you will arrange to have this statement included in the record 
of the hearings on these bills. 

Yours sincerely, 
J. OLNEY Brort, 
General Counsel. 


STATEMENT OF AMERICAN BANKERS ASSOCIATION ON S. 1894 AND TITLE II or H. R. 
6228 AND H. R. 6229 RE THE PROPOSED INTERNATIONAL FINANCE CORPORATION 


The purpose of this statement is to set forth the views of the American 
Bankers Association with respect to S. 1894 and title II of H. R. 6228 and 
H. R. 6229, which provide for the participation by the United States in the 
International Finance Corporation. 

At the meeting of its executive council in April 1955, the association took 
official action to lend its support to the establishment of the proposed Interna- 
tional Finance Corporation, and participation therein by the United States. 
The association thus favors the enactment of this legislation, which authorizes 
the President to accept membership for the United States in the International 
Finance Corporation and further provides for a subscription by the United 
States of not exceeding $35,168,000 to the Corporation. 

The association supported the establishment of the International Bank for 
Reconstruction and Development in 1945, and it is our belief that the establish- 
ment of the proposed affiliate of the bank will help to improve the effectiveness of 
its work in promoting the development of the less developed countries. 

Operating as an adjunct to the bank, the Corporation should prove to be a 
useful instrument for broadening international financial cooperation and assist- 
ing the flow of private capital among member nations. Acceptance of member- 
ship by the United States will once more demonstrate our willingness to work 
in partnership with other countries in the common goal of strengthening the 
economies and improving the living standards of less developed countries. 

It is our view that the articles of agreement of the Corporation establish a 
basis for supplementing and encouraging, rather than supplanting, private 
capital investment, while at the same time avoiding management control of 
enterprises financed. By making possible the extension of credit without the 
governmental guaranty now required by the International Bank, greater flexi- 
bility in financing of private enterprise abroad can be achieved. 

Since the International Finance Corporation is to be established as an affiliate 
of the bank, it will avoid duplication of management and organizational facilities 
for dealing with financing needs such as contemplated by the new institution. 
The bank can bring to this affiliate the experience of working with member 
nations on the problems receiving the Corporation’s attention. This should 
make for efficiency, sound administration, and consistency of policy direction. 
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